Chapter 5
What Is a Small Business?
· How can you tell a small business from a large one? The definition varies depending on the source, but Statistics Canada defines a 
· small business as an “independent business having fewer than 100 employees and revenues not more than $2 million.”3
· Nutrisoya is a Quebec-based manufacturer of tofu and soy milk. It sells products under the brand name Natur-a. The company is making products that meet North Americans' growing demand for natural and healthy foods and beverages. Today, this industry is valued at more than $4 billion in revenue, 10 times what it was 15 years ago. When the company was acquired in 1988, its revenue was only about $400,000. That made it a small business by Statistics Canada's definition. Today, Nutrisoya's revenue is more than $30 million annually. 
· The firm is both a small business and a mid-sized business. Its revenue places it above the cut-off revenue for small businesses but its 20 employees fall within the definition for a small company. 
· Many businesses fall into this sort of hybrid definition: when trying to classify the business, one requirement conflicts with another requirement. Whether a company is small or medium-sized does not really matter unless the firm is applying for work, grants, or loans. Then, a means test is used to decide which firms qualify.4 
· Government agencies offer benefits to help small businesses compete with larger firms. Thus, small-business owners will want to know whether their companies meet the standards for being a small business.
·  If a company qualifies, it may be able to receive government loans or take part in government programs that encourage purchasing goods and services from smaller suppliers. 
· Some companies that receive such assistance might one day expand to other areas of the country, and eventually become a larger business.
Typical small business ventures:
· Small businesses have always competed against each other and against some of the world's largest organizations. 
· In the past 15 years, many small businesses have closed because larger firms have bought out the small independent businesses and replaced them with larger operations. For example, we have fewer independent bookstores and hardware stores because bigger chains, such as Chapters, Indigo Books, and The Home Depot have increased the size and number of their stores. 
· Some businesses are not very likely to be gobbled up by bigger firms: businesses that sell personalized services, rely on certain locations, and keep their overhead costs low.
· Small businesses account for more than two-thirds of employment in five Canadian industry categories: non-institutional health care, construction, accommodation and food, forestry, and other services. 
· Approximately 25 percent of small businesses operate in Canadian goods-producing industries; the remaining 75 percent operate in service industries.6
· Small firms have created an important space for themselves: they provide busy consumers with customized services that range from pet-sitting to personal shopping. These businesses meet the needs of individual customers in a way that big firms can't. 
· Small business also plays a major role in agriculture. Canada has 68 million hectares of farmland. Most of this land is owned by large corporate farms, but most of Canada's 327,000 farms are owned by individual farmers or their families. The family farm is a classic example of a small-business operation. It is independently owned and operated. It also employs a limited number of people, including family members.7
· Figure 5.1 shows the distribution of business ownership in the goods-producing and service-producing sectors and by numbers of employees. The “indeterminate” category consists of incorporated or unincorporated businesses that do not have a Canada Revenue Agency payroll deductions account. The workforce of such businesses may consist of contract workers, family members and/or owners. About 25 percent of all business establishments produce goods; the remainder provide services. Small firms make up 98 percent of goods-producing businesses and 98 percent of all service-producing businesses.
		





· home-based businesses—firms that operate from the business owner's residence. 
· People often choose to operate home-based firms to have more control over both their business and their personal time. 
· People who run home-based businesses can be morning people or night people, but they can usually choose to work when it suits them best. 
· A home-based business is easier to run because of access to the Internet and communications devices such as the BlackBerry and other smartphone technology. 
· People who run home-based businesses don't need to worry about overhead costs such as leasing office or warehouse space. The downside is isolation and less visibility to customers—except, of course, if customers visit online. Those customers don't care where your office is located.
· Many small businesses become more competitive because of the Internet. 
· The Internet doesn't guarantee success—there are so many websites that a small firm needs to find ways to make its online presence effective. 
· Setting up a website is generally less expensive than opening a retail store. 
· A website can also reach a wider range of customers.
Contributions of small business to the economy
Creating New Jobs
· Small businesses make significant contributions to the Canadian economy and to society as a whole. 
· One major contribution is the number of new jobs that small businesses create each year. The number of new jobs varies from year to year, but, in many years, more than half of all new jobs are created by companies with fewer than 100 employees. 
· Small businesses also help the economy by hiring people who have difficulty finding jobs at larger firms. 
· Some of these employees are people returning to the workforce after a period of not working, people who receive social assistance, and workers with various challenges.
· You might never want to start your own company, but you will probably work for a small business sometime in your career, especially in your first few jobs. 
· Small firms often hire the youngest workers. 
· Table 5.1 shows some of the newest jobs in both traditional and new industries. Many of these jobs are found in small businesses. 
	INDUSTRY
	JOBS

	Green energy
	Wind-farm engineers, solar installers and technicians, green-collar specialists and consultants

	Health care
	Informatics specialists (workers cross-trained in health care and information technology)

	Management
	Business continuity planners (consultants who help businesses plan strategies for dealing with natural disasters, cyberattacks, and other security breaches); spa managers

	Education
	Distance-learning coordinators (staff who prepare and help run online courses for colleges, trade schools, charter schools, and companies)

	Media
	User-experience designers (Web-savvy people who focus on improving user experiences with interactive media)



Creating New Industries
· Small firms give businesspeople the opportunity and outlet for developing new ideas. 
· Sometimes these new ideas become entirely new industries. 
· Many of today's largest and most successful firms, such as Whole Foods, Google, and Amazon, began as small businesses. Facebook co-founders Mark Zuckerberg, Dustin Moskovitz, Chris Hughes, and Eduardo Saverin launched their new business from their college dorm room. In five years, Facebook had more than 300 million users. It had successfully positioned itself as a leader in the new industry of social networking.11 
· New industries are sometimes created when small businesses shift their focus to provide needed services to a larger corporate community. 
· Corporate downsizing creates a demand for activities previously handled by in-house employees. These support businesses may become an industry themselves. For example, the need for wireless communication devices and services to support businesses has led to a huge number of small businesses trying to meet this demand. 
· New industries can be created when small businesses shift their focus to meet consumer interests and preferences. 
· For example, many North Americans are too busy working to shop for the things they need. New businesses are created to meet this demand by offering customized services. The Trunk Club is an online shopping service that uses Web cams to meet with men who are too busy to shop for clothes. The company interviews customers to learn about their clothing needs, and then selects new clothing and sends it directly to the customer.12
· New industries can also be created when both the business world and consumers see a need for change. 
· For example, environmental responsibility has changed how we do things—from recycling and reusing goods to reducing the amount of energy we use. These changes have led to a new industry of green goods and services. Small companies provide many of these goods and services. The “Going Green” feature describes one small-business owner who uses her passion and talent to provide environmentally responsible services.
Innovation
· Small businesses are good at innovation—developing new and improved goods and services. Innovation is often the entire reason for starting a new business. In a typical year, small firms develop twice as many product innovations per employee as larger firms. Small firms also produce 13 times more patents per employee than larger firms.13 
· In the 20th century, small businesses developed several major innovations: the airplane, the personal computer, soft contact lenses, and the zipper. In the 21st century, small businesses are developing innovations that involve social networking, security, and green energy industries. The “Business Etiquette” feature offers tips for using online social networking successfully.
			
		BUSINESS ETIQUETTE

	How to Use Social Networking in Your Job Search









		Online social networking is likely part of your everyday life. But you can also use this technology to look for a job. During one recent year, networking sites, such as LinkedIn, registered 1 million new users each month. Worried you'll get lost when so many other people are also using social networking? Use a few simple tips to stand out from the millions of others who have discovered the benefits of social networking. 
	
		

	•  
	Research a network before jumping in.
Some networks, such as Facebook, are mainly for connecting with friends. Others, such as LinkedIn, are stronger networks when looking for work. Twitter attracts both types of users. To decide on what is right for you—and to make the most of a social network—learn about it before you log on to look for work.

	

	•  
	Complete your online profile.
Help prospective employers by filling out your online profile. Update your bio as often as you can. Provide a link to your own blog or web page. Don't try to be perfect—if you know your weaknesses or if you made a mistake in a previous job, describe how you've improved or learned from your mistakes.

	

	•  
	Share information.
Be willing to share information about companies or career opportunities with other job seekers. You can help an online employer find the right person—even if it's not you.

	

	•  
	Search for people.
First, look for companies that interest you. Next, talk to your friends, family members, classmates, alumni—anyone who might know someone at those companies. A specific job might not be available now, but a personal connection can help you when that job does open up.

	

	•  
	Respect privacy.
You want to provide only certain information about yourself online, so respect the privacy of potential employers and colleagues. Read about the privacy settings of a social networking site and abide by them.














Why small businesses fail
· Small businesses play a huge role in the Canadian economy. 
· One of the reasons they are so successful is the same reason they fail—the willingness to take a risk. 
· The most common difficulties for a small firm are management inexperience, inadequate financing, and the challenge of meeting government regulations. 
Management Shortcomings
· One of the most common causes of small-business failure is management inexperience. 
· For example, managers may not have the right people skills, 
· may not have much knowledge of finance, 
· may not be able to track inventory or sales, 
· may be poor at judging their competition, 
· or may simply not have enough time to do everything that needs to be done.
· Large firms are often big enough that they can hire specialists in marketing and finance, but the owner of a small business often has to take on all the firm's roles at the same time.
· Trying to do all the business functions can lead to bad decisions that can end in the firm's failure. Krispy Kreme was once a small business that expanded too fast because its management made poor decisions. The company's near failure had nothing to do with its doughnuts. Instead, as the company grew bigger, so did its debt. Some blamed management misconduct. At the same time, consumers began to turn their attention away from doughnuts and toward more healthful snacks and breakfast foods. Krispy Kreme is now recovering. It has new management and is operating on a smaller scale.15
· Owners of small businesses can increase their chances of success by 
· learning the principles of business; 
· knowing the industry they operate in; 
· developing good interpersonal skills; 
· understanding their own limitations; 
· hiring motivated employees; a
· and asking for professional advice on finance, regulations, and other legal matters.16
Inadequate Financing
· Money is the foundation of any business. Every business—large or small—needs some financing to operate, thrive, and grow.
·  Another big problem of small businesses is inadequate financing. 
· First-time business owners often assume that their firms will make enough money from their initial sales to finance continuing operations. 
· But building a business takes time. 
· Products need to be developed, 
· employees need to be hired, 
· a website needs to be constructed, 
· distribution needs to be planned, 
· and office or retail space may need to be rented or purchased. 
· Most small businesses—even those with minimal start-up costs—sometimes don't turn a profit for months or even years.17 
· most small businesses get their start-up money from commercial banks and other financial institutions. 
· This type of financing includes credit lines and loans for nonresidential mortgages, vehicles, specialized equipment, and leases.18
· Credit cards have high interest rates. Still, they are an important source of financing for small businesses. 
· The heaviest users of credit cards for business financing are firms with fewer than 10 employees. 
· Inadequate financing can make management shortcomings worse by making it more difficult for small businesses to attract and keep talented people. Typically, a big company can offer a better benefits package and a higher salary.
· Successful small companies need to be creative to operate with less money to spend on employees, marketing, inventory, and other business costs. 
		




	


Government Regulation
· Small-business owners say that meeting the terms of government regulations is one of their biggest challenges. 
· Some firms close because of how difficult it is to deal with government regulations. 
· Small businesses spend billions of dollars in paperwork each year. 
· A large company has an easier time dealing with all the government forms and reports. 
· Larger firms can often hire or contract specialists to deal with specific regulations, 
· such as employment law and workplace safety requirements. 
· But small businesses often have difficulty paying the costs of government paperwork because they have fewer staff and smaller budgets. 
· Taxes are another big expense for a small business. 
· All employers pay provincial and federal income taxes.
·  They must also pay taxes for workers' compensation insurance, pension payments, and unemployment benefits. 
· Although large companies have the same expenses, most have more resources to pay their taxes. 
· The government has created tax incentives to help small businesses. 
· These incentives include the Small Business Investor Tax Credit that returns a 30 percent tax credit to an investor to a maximum $75,000 credit.21 

The business plan: A foundation for success
 business plan is a formal document that details a company's goals, 
· the methods it will use to achieve these goals, 
· and the standards it will use to measure its achievements. 

· Firms often need 
· a business plan to obtain financing. 
· The business plan also creates a framework for the organization.
· Business plans 
· give the organization a sense of purpose. 
· They identify the firm's mission and goals. 
· Business plans create measurable standards and outline a strategy for reaching company objectives. 
A typical business plan includes the following sections: 
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	•  
	an executive summary that briefly answers the who, what, where, when, why, and how questions for the business

	

	•  
	an introduction that includes a general statement of the concept, purpose, and objectives of the business
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	•  
	separate financial and marketing sections that describe the firm's target market, marketing plan, and detailed financial forecasts of the need for funds and when the firm is expected to break even—the level of sales where revenues equal costs 
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	•  
	résumés of principals—especially important in plans written to obtain financing. 
		




	








An effective business plan uses the five sections above, contains the company's mission, and addresses the following issues: 
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	•  
	The company's mission and the vision of its founders.
Look at the home page of any firm's website and you will find its mission. At the website for TOMS Shoes, visitors learn that “TOMS shoes was founded on a simple premise: With every pair you purchase, TOMS will give a pair of new shoes to a child in need. One for one. Using the purchasing power of individuals to benefit the greater good is what we're all about.”22 This simple statement says why the company was founded and what it intends to achieve.
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	•  
	An outline of why the company is unique.
Why start a business that's just like hundreds of others? An effective business plan describes why the firm and its products differ from the rest of the pack. TOMS Shoes illustrates a unique business model with its “one-for-one” donation program. 

	[image: http://edugen.wileyplus.com/edugen/courses/crs7119/common/art/pixel.gif]

	•  
	The customers.
A business plan identifies who the firm's customers will be and how the firm will serve their needs.
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	•  
	The competition.
A business plan addresses its existing and potential competitors. It then suggests a strategy for creating better or unique offerings. A firm can study the competition to learn valuable information about what works and what doesn't work. 
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	•  
	Financial evaluation of the industry and market conditions.
This knowledge helps develop a reasonable financial forecast and budget.

	[image: http://edugen.wileyplus.com/edugen/courses/crs7119/common/art/pixel.gif]

	•  
	Assessment of the risks.
Every business undertaking involves risks. A solid business plan acknowledges these risks and outlines a strategy for dealing with them.23












Assistance for small businesses
Financing:
· is an important part of setting up a small business. 
· After writing a business plan, the business owner needs to look for loans and other types of financing.
·  Government agencies and private investors often provide the needed funds. 
· Many people want to start a business, which means the government can provide funds only to some firms. 
· But not everyone agrees that the government makes the right choices, as discussed in the “Solving an Ethical Controversy” feature.

SOLVING AN ETHICAL CONTROVERSY  
· During the recent economic downturn, many businesses—large and small—received funds from government to survive and ultimately grow. 
· The bankrupt General Motors Corp. was restructured with funding from several North American sources, including the Canadian and Ontario governments. When a business is not about to close, should governments help one business more than another?
Fisker Automotive, a California start-up automaker, received $528 million in U.S. government loans to build a plug-in hybrid sports car called the Karma. It sounded like a win-win situation for everyone—investment in vehicles powered by alternative energy, the creation of new jobs, rejuvenation of the auto industry. But some people do not agree with the government funding. Their reason? The new car will be built in Finland—and will be priced at about $89,000, more than most people can pay.
Should government funds be used to support firms that manufacture luxury goods overseas?
   PRO
1.   Acccording to Fisker Automotive, no government funds will be used for overseas work. Instead, much of the loan money will be used to buy parts from U.S. suppliers and to pay for engineering and design—in the United States. The U.S. Department of Energy says the loans will save or create about 5,000 jobs. 
2.   Although the Karma carries a big price, the car will attract buyers who might have purchased a traditional sports car that has high fuel consumption and high levels of emissions. Fisker says that because of the projected tax credits, the final cost of the Karma will be around $39,000. 
 




CON
1. It is not a fair use of government funds to invest in a product that only the wealthiest car buyers can buy. “This is not for average Americans,” argues a spokesperson for Citizens Against Government Waste. “It's a status symbol thing.” 
 2.   Other firms applied for much smaller loans to develop alternatively powered vehicles at a lower price point, but were turned down. A fairer distribution of funds could have supported more companies, created more jobs, and sold more hybrid cars to average car buyers. 
 Summary
Fisker says it will repay the government loans with interest and will offer a superior product to luxury car buyers. The firm says the launch of the Karma, the world's first production plug-in hybrid car, will “put the American auto industry ahead of foreign competition.” But others say that government funds should be reserved for firms that produce goods and services to benefit a wider range of consumers. 
Business Development Bank of Canada
The Business Development Bank of Canada (BDC) 
· is a government agency that assists, counsels, and protects the interests of small businesses in Canada. 
· BDC was created by an act of Parliament in 1944. 
· It operates across Canada through offices and resource centres that provide long-term financial assistance and management counselling. 
· The BDC also provides training, technical assistance, and education to help small businesses prepare for doing business in foreign markets. 
· Statistics show that most failures in small businesses happen because of poor management. 
· For this reason, the BDC works to improve the management skills of small-business owners and managers. 
· The BDC offers individual counselling, courses, conferences, workshops, and a wide range of publications.
·  BDC's management courses cover all the functions, duties, and roles of managers. 
· Instructors may be teachers from local colleges or universities. They may also be management consultants, bankers, lawyers, and accountants. Fees for these courses are low. The most popular course is a general survey of eight to 10 areas of business management. Businesspeople can then focus on one or more of these areas, depending on their strengths and weaknesses. 
· The BDC sometimes offers one-day conferences. 
· These conferences are aimed at keeping owner-managers up-to-date on new management developments, tax laws, and the other helpful information.
		






Financial Assistance
· Most small businesses borrow money directly from Canada's financial institutions. 
· These banks, trust companies, and credit unions actively believe in lending money to small businesses. T
· he Canada Small Business Financing Program (CSBFP) 
· is typical of federal and provincial government assistance. 
· When a bank loans money to a small business and is not paid back, the government will guarantee payment for as much as 85 percent of the loan. 
· Some small businesses cannot borrow from traditional lending institutions because they don't have a financial history. 
· These small businesses may be funded by the BDC or other organizations that may want to help higher-risk firms.
· The CSBFP tries to increase the number of loans for 
· establishing, expanding, modernizing, and improving small businesses. 
· It does this by 
· encouraging financial institutions to make their financing available to small businesses. 
· By sharing the risk with financial institutions, the program may help businesses to obtain loans of up to $500,000. The loans can cover 90 percent of the costs to purchase or improve land or property, to purchase leasehold improvements or improve leased property, or to purchase new equipment or improve used equipment. 
· Eligible small businesses must be operating for profit in Canada and must have annual gross revenues less than $5 million.25
Business Incubators
business incubator 
· concept -- Some community agencies want to encourage business development.
· to provide low-cost, shared business facilities to small start-up companies. 
· A typical incubator might section off space in an abandoned plant and rent it to various small firms. 
· Tenants often share clerical staff, computers, and other business services. 
· The goal is that, after a few months or years, the new business will be ready to move out and operate on its own.
The Canadian Association of Business Incubation (CABI) 
· is a national association of member organizations. 
· CABI supports the growth of new and early stage businesses. 
· According to CABI and Statistics Canada research, Canada has at least 83 operating business incubators that generate more than $45 million in funds. Their almost 900 client firms raised more than $93 million in revenue and created full- and part-time jobs for more than 13,000 people. 
· Incubation firms make a positive impact. After one year, 2,958 client companies had generated revenues.26 
Private Investors
A small business may start with cash from a personal savings account or a loan from a family member. But small-business owners need larger sums of money to continue operating and to grow. They may want to continue receiving funds from private investors. 
Venture capital is money invested in the small business by another business or a group of individuals in return for an ownership share. Venture capital (VC) can give the small business the funding it needs to succeed. Even when the economy is slow, venture capitalists are looking for companies to invest in. Canada's Venture Capital and Private Equity Association reports that Canadian VC investment in 2010 increased 10 percent from the year before, to $1.1 billion. The story is similar in the United States. There, the U.S. National Venture Capital Association reported that venture capitalists had invested more than $7 billion in small start-up firms despite a slow economy. These investors preferred funding small-business owners who had a previous successes and for those proposing new ways to commercialize such products as solar energy, low-emission cars, and new medications. These investors have high requirements for a solid business plan. They also expect small-businesses owners to run lean operations.27 
Small-Business Opportunities for Women
The number of women-owned firms in Canada has increased over the past few decades. Today, nearly half of all small- and medium-sized enterprises (SMEs) in Canada have at least one female owner. Women also hold majority ownership in 18 percent of SMEs. Women-owned firms also contribute significantly to employment. About one-third of all self-employed people in Canada are women.
Women, like men, start their own companies for many different reasons. Some have a unique business idea that they want to bring to life. Others decide to form their own company when they lose their job or become frustrated with the working conditions in large companies. Many women start their own companies in hopes of finding a better balance between family and work. 
The presence of women in business ownership means more than just more jobs. Majority women-owned SMEs produce annual commercial revenues of more than $72 billion. These sales represented approximately 8 percent of all revenues from Canada's SMEs. Women are present across all sectors of the Canadian economy, although most work in service industries. Today, 80 percent of majority women-owned SMEs operate in the services sector, compared with 59 percent of SMEs owned by men.
Franchising:
Franchising combines large and small businesses into a single entity. It is also a major factor in the growth of small businesses. Franchising is a contract-based business arrangement between a manufacturer, or another supplier, and a dealer, such as a restaurant operator or a retailer. The contract spells out how the dealer will market the supplier's product. Franchises can involve both goods and services, such as food and wait staff.
Starting a small, independent company can be risky, time-consuming work, but franchising can reduce the amount of time and effort needed to grow. The parent company has already developed and tested the concept, and the brand is often familiar to customers
Figure 5.2 lists Canada's top 10 franchises.
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The Franchising Sector
Canada has the second largest franchise industry in the world, after the United States. Canadians are as familiar with American franchise businesses in Canada, such as McDonald's, as they are with Canadian franchises, such as Tim Hortons.
The franchise industry has more than $100 billion in sales each year. Approximately one out of five consumer dollars is spent on goods and services at a franchise business. Canada has approximately 76,000 individual franchise businesses operating under 900 different brand names. These franchises employ more than 1 million people. One out of every 14 working Canadians is employed by a franchise.
The average franchise fee is $23,000, and the average franchisee investment is $160,000. Of all the franchises opened in Canada within the last five years, 86 percent are under the same ownership, and 97 percent are still in business. Ontario leads the rest of Canada in franchising: 56 percent of Canadian franchises are based in Ontario, mostly in the Greater Toronto Area, and 65 percent of all Canadian franchise outlets are in Ontario. The hospitality industry is the largest franchised sector, making up almost 40 percent of all Canadian franchised brand names. The franchise industry is active in more than 30 business, service, and retail sectors.30
Franchised businesses are also a huge part of the U.S. economy. There, franchises account for nearly 50 percent of all retail sales. The International Franchise Association reports that franchising is responsible for 760,000 businesses, 18 million jobs, and more than $500 billion in payroll. Total franchise sales continue to grow and now approach $2 trillion. A new franchise is opened every eight minutes every business day.31
Franchising overseas is also a growing trend for businesses who aim to expand into foreign markets. You can go almost anywhere in the world and find a McDonald's burger. Other international franchises are also becoming more common. Baskin-Robbins, now owned by Dunkin' Brands, has more than 6,000 stores in more than 35 countries, including Australia, Canada, China, Japan, Malaysia, and Russia. Japan has more than 850 Baskin-Robbins ice cream stores. Baskin-Robbins holds the 13th rank of top U.S.-based franchises.32
Franchising Agreements
A franchising agreement is a contract between the franchisee and the franchisor. The individual or business firm that buys the franchise is called the franchisee. This business owner agrees to sell the franchisor's goods or services under certain terms. The franchisor is the firm whose products are sold by the franchisee. For example, Tim Hortons Inc. is a franchisor. Your local Tim Hortons restaurant owner is a franchisee.
Franchise agreements can be complex. They involve an initial purchase fee plus agreed-on start-up costs. Because the franchisee represents the franchisor's brand, the franchisor can require the franchisee to purchase certain ingredients or equipment, use standard pricing, and market the business in a certain way. McDonald's is one of the more expensive franchises—total start-up costs can be more than $1 million. In contrast, the total start-up cost for a SUBWAY franchise may reach $228,000.33 Because of the costs, businesspeople often work together to purchase a more expensive franchise.
Benefits and Problems of Franchising
Like other businesses, franchising has its upsides and downsides. The upsides for the franchisor include being able to expand a business, which might not be possible without the franchise. A franchised business can move into new locations, including overseas, at less cost than a traditional business. In other countries, franchises employ local workers and businesspeople who know what consumers like. A good franchisor can manage a much larger and more complex business—with fewer direct employees—than a traditional business. Most franchisees pay attention to how their franchises are managed because they have a stake in the company as business owners. If the business is run efficiently, the franchisor will probably make more money on the investment than if the firm were run entirely as a company-owned chain of retail shops, restaurants, or service providers. 
A successful franchisor has financial strength and can usually bargain for better deals on ingredients, supplies, and even real estate. This strength is also a benefit for the franchisees if the savings are passed on to them.34
Franchising can be the quickest way to become a business owner. Some people say that it's also the least risky way to own a business. Franchisees benefit from having a business name that people know, such as McDonald's, Tim Hortons, SUBWAY, Pizza Hut, or Super 8 hotels. Having a familiar name usually means a loyal following of customers. The franchisor has already set up a management system, and it has already shown that it can be successful. Franchisors provide a support to franchisees, including financing, assistance in obtaining a location, business training, supplies, and marketing tools.35 
Franchisees say they like the idea of franchising because it combines the freedom of business ownership with the support of a large company. Like other small-business owners, franchisees want to make their own business decisions and decide on their own work hours. They also want to have more control over the amount of money they make, instead of taking what they might earn in a salaried job. In an economic slowdown, franchisees might be former executives who have been laid off. These highly trained and motivated businesspeople are looking for a way to restart their careers.36 Sometimes, the ideas or successes of individual franchisees can be good for the entire company. That's what happened with SUBWAY, as described in the “Hit & Miss” feature.
One Small Franchise Produces One Big Idea
SUBWAY has enjoyed top franchise rankings consistently for more than a decade. SUBWAY has 30,000 sandwich restaurants in nearly 80 countries. The firm is set to become the single largest fast-food chain in the world. But SUBWAY is made up of many small businesses—franchises. Sometimes, a small idea by one franchisee can change the entire organization.
Stuart Frankel is a SUBWAY franchisee, and his idea was simple: on weekends, he wanted to charge a special price of $5 for a footlong SUBWAY sandwich. This special price was about $1 less per sandwich than the regular price. It took some time for Frankel and two other Florida SUBWAY franchisees to convince the corporate franchisor that the idea was a good one. The economy was slow, food costs were increasing, and SUBWAY shops were almost empty because people were eating at home to save money. Frankel's employees stood around at their stations, and sandwich sales decreased. But after some time, Frankel got the OK from corporate headquarters. From there, a chain reaction began.
“I like round numbers,” said Frankel about the $5 price. SUBWAY customers liked the number, too. When the special pricing was announced, customers returned for the $5 sandwiches. Sales increased by double digits. Employees made sandwiches as fast as they could. SUBWAY's corporate marketing team pushed the $5 promotion nationwide—franchises from New York to New Orleans began offering $5 footlongs. When the initial four-week promotion was up, marketing executives extended it to seven weeks. When that time was up, they extended it indefinitely but with a limited number of sandwich variations.
Something else happened. Demand for the $5 footlongs was so great that franchise owners began to run out of certain ingredients. They couldn't get enough bread, turkey, ham, or tuna. One franchisee recalls being in a panic. “The whole thing took on a life of its own,” said Jeff Moody, CEO of SUBWAY's advertising.
With one motion, Stuart Frankel had a great idea for consumers who wanted to eat out and get a good deal at the same time. “There are only a few times when a chain has been able to scramble up the whole industry, and this is one of them,” notes restaurant consultant Jeffrey T. Davis. “It's huge.” Sometimes a small idea is really big.
Franchising can have its downside—for both franchisors and franchisees. If franchisees fail, their failure reflects on the franchisor's brand and the bottom line. The same is true for the franchisee: a firm that is mismanaged at the top level, by the franchisor, can be bad for the smaller business owners, who are running the individual locations. When a firm decides to offer franchise opportunities, it may lose money for several years. Of course, by offering franchise opportunities, the franchisor—often the founder of what was once a small business—loses control over every aspect of the business. Not having control can make it difficult to select the right franchisees to carry out the company's mission.
[bookmark: _GoBack]The franchisee has many cash expenses: the initial investment, franchise fees, supplies, maintenance, leases, and so on. The most expensive franchises are usually franchises that involve hotels and resorts. These franchises can cost millions of dollars.38 It is not unusual for groups of businesspeople to purchase a franchise (or several franchise locations).39 The franchisees' payments to the franchisor can add to the difficulty of keeping the business going until the owner begins to earn a profit. Choosing a low-cost start up such as Guard-a-Kid may be a good alternative option. Guard-a-Kid is the largest child-identity franchise in North America. It offers franchisees a complete start-up kit. The kit includes two days of training and supplies, such as a laptop computer, digital camera, logo T-shirts, and personalized business cards. The fee to the franchisee is $10,000 to $20,000, depending on the territory size.40 But it's important for potential franchisees to check carefully how much profit they can make after they pay their expenses. 
Franchises are closely linked to their brand, so franchisors and franchisees must work together to maintain standards of quality in their goods and services. If customers are unhappy with their experience at one franchise location, they might not stop at another location several kilometres away, even if the second location is owned and operated by someone else. This is especially true where food is involved. The discovery of bad meat or produce at one franchise restaurant can cause panic to spread throughout the entire chain of restaurants. A potential franchisee is smart to thoroughly research the financial performance and reputation of the franchisor. This research can be done using resources such as other franchisees, the Better Business Bureau, Industry Canada, the U.S. Federal Trade Commission, and the Canadian Franchise Association (CFA). The CFA is a trade association representing franchisors. CFA members agree to a review before they are accepted as members. They also agree to follow the association's code of ethics.
Some franchisees have found the franchising agreement to be too confining. As the saying goes, you can't add a tuna salad sandwich to the menu at McDonald's no matter how many stores you own. The agreements are usually strict, which helps to maintain the brand's good standing. Some franchise companies control promotional activities, select the site location, or are even involved in hiring decisions. These activities may seem overly controlling to some franchisees, especially those who want more independence and freedom.
Controls can also cost franchisees more than they feel is fair. Recently, the National Franchise Association, a group of more than 80 percent of Burger King's U.S. franchisees, sued Burger King. The lawsuit was because Burger King forced its franchisees to offer consumers a $1 double cheeseburger, which supported the company's promotional efforts. While the $1 burger offering may seem like a great way to attract and serve hungry consumers, BK franchisees said the promotion has cost them a loss of at least 10 cents per burger. In other words, it costs most franchises $1.10 to make and serve a cheeseburger but the franchisor told them they must charge $1.

Forms of private business ownership
No matter how big or small, most businesses are organized as one of three legal structures: sole proprietorship, partnership, or corporation. Each legal structure offers unique advantages and disadvantages. In addition to the three main legal structures, there is the option of creating and running a not-for-profit organization. 
Sole Proprietorships
The most common, oldest, and simplest form of business ownership is the sole proprietorship. In a sole proprietorship, the sole proprietor's status as an individual is not legally separate from his or her status as a business owner. Although sole proprietorships are common in many industries, they are found mostly among small businesses such as repair shops, small retail stores, and service providers such as plumbers, hairstylists, and photographers.
Sole proprietorships have some unique advantages. Because sole proprietorships have a single owner, they are easy to form and dissolve. A sole proprietorship gives the owner the most management flexibility. The owner also has the right to all profits after paying business-related bills and taxes. A highly motivated owner of a sole proprietorship directly receives all the benefits of his or her hard work.
It is easy to enter and exit a sole proprietorship because there are very few legal requirements. The owner registers the business or trade name to make sure that another firm does not use the same name. The owner next pays for any necessary licences. Local governments require certain licences for businesses, such as restaurants, motels or hotels, and retail stores. Some occupational licences require that business owners have specific insurance, such as liability coverage.
Sole proprietorships are also easy to dissolve. This factor is particularly important to temporary or seasonal businesses that set up for a limited period of time. It's also helpful if the owner needs or wants to close the business for any reason—for example, to relocate or to accept a full-time position with a larger firm.
Management flexibility is another advantage of a sole proprietorship. The owner can make decisions without reporting to a manager, take quick action, and keep trade secrets. A sole proprietorship always bears the individuality, or style, of its owner, whether it's a certain way of cutting hair or how a store window is decorated.
The greatest disadvantage of the sole proprietorship is the owner's personal financial liability for the business's debts. Also, the business must operate with financial resources that are limited to the owner's personal funds and to money that he or she can borrow. Such financing limitations can keep the business from expanding. 
Another disadvantage is that the owner must handle a wide range of management and operational tasks. He or she may not have skills in every area, which may keep the firm from growth or may even cause the firm damage. Sole proprietors may also face a higher chance of being audited by the Canada Revenue Agency (CRA). Finally, a sole proprietorship usually lacks long-term continuity because a change in personal circumstances or finances can terminate the business on short notice.
Partnerships
Another option for organizing a business is to form a partnership. A partnership is an association of two or more persons who operate a business as co-owners by voluntary legal agreement. Many small businesses begin as partnerships between co-founders.
Partnerships are easy to form. The partners need to register the business name and obtain any necessary licences. Having a partner usually means greater financial capability and someone to share in the tasks and decision making. It's even better if one partner has a particular skill, such as design, while the other is good at finance.
Most partnerships have the downside of being exposed to unlimited financial liability. Each partner bears full responsibility for the debts of the firm, and each is legally liable for the actions of the other partners. If the firm fails and has debt, every partner is responsible for those debts. It doesn't matter if the debts are the fault of only one partner. If one partner defaults, the others are responsible for the firm's debts, even if they have to use their personal funds. To avoid these problems, many firms set up a limited-liability partnership. This type of partnership limits the liability of partners to the value of their interests in the company.
Breaking up a partnership is more complicated than dissolving a sole proprietorship. The partner who wants to leave cannot just withdraw his or her portion of the funds from the bank. Instead, the partner who wants out may need to find a new partner to buy his or her interest in the firm. The death of a partner also threatens the business. A new partnership must be formed, and the estate of the deceased can take a share of the firm's value. To ease the possible financial difficulties, business planners suggest life insurance coverage for each partner, combined with a buy-sell agreement. The insurance proceeds can be used to repay the deceased partner's heirs. That way, the surviving partners can retain control of the business. Businesses that are based on partnerships risk having personal conflicts. Partners need to choose each other carefully. Best friends sometimes don't make the best partners. Good partners work hard and try to plan for the future.
Corporations
A corporation is a legal organization that has assets and liabilities separate from the assets and liabilities of its owners. A corporation can be a large or small business. It can be Air Canada or a local auto repair shop.
Corporate ownership offers many advantages. Because a corporation is a separate legal entity, its shareholders have only limited financial risk. If the firm fails, the shareholders lose only the money they invested. The same goes for the firm's managers and executives. Because they are not the sole proprietors or partners in the business, their personal savings are not at risk if the company closes or goes bankrupt. This protection also extends to legal risk. Class-action suits against automakers, drug manufacturers, and food producers are filed against the companies, not the owners of those companies.42
Corporations offer other advantages. They can gain access to more funding because they can offer direct outside investments such as sales of shares. A large corporation can legally raise internal funds for projects by transferring money from one part of the corporation to another.
One major disadvantage for a corporation is the double taxation of corporate earnings. A corporation pays federal and provincial income taxes on its profits. But its owners (the shareholders) also pay personal taxes on dividends, the distributions of profits they receive from the corporation. 
Not-for-Profit Corporations
The same business concepts that apply to commercial companies also apply to not-for-profit corporations—organizations whose goals do not include pursuing a profit. Canada has about 160,000 not-for-profits, including charitable groups, social-welfare organizations, government agencies, and religious congregations. Not-for-profit corporations also include museums, libraries, hospitals, conservation groups, and private schools.
Governments have separate legal provisions for organizational structures and operations of not-for-profit corporations. These organizations do not issue shares because they do not pay dividends to owners, and their ownership rarely changes. They are also exempt from paying income taxes. However, they must meet very strict guidelines to keep their not-for-profit status.
Montreal's Sun Youth Organization was founded in 1954 by a small group of kids tired of the few sports and recreational activities in the St. Lawrence Blvd./boul. Saint Laurent area (now Le Plateau). The entrepreneurial kids created a handwritten newspaper called the Clark Street Sun. They sold the newspaper door to door to raise funds to pay for the sports activities. The children themselves organized most of the activities. Finally, they were able to purchase equipment and uniforms for the increasing number of children involved. As these early groups of children grew older, Sun Youth became the social services organization known and supported by Montrealers of every language and ethnic background. Today, the organization works with schools, police officers, firefighters, medical professionals, corporations, and volunteers to deal with referrals from more than 170 social service agencies from the Greater Montreal area.43 
	[image: http://edugen.wileyplus.com/edugen/courses/crs7119/common/art/pixel.gif]
		





Public and Collective ownership of business
Most businesses in Canada are owned by the private sector, but some firms are owned and operated by local, provincial, or federal governments. For example, Manitoba Hydro, New Brunswick Power, and many other electricity utility companies are owned entirely or partially by governments.44
In another type of ownership structure, groups of customers can collectively own a company. At the end of the year, after paying suppliers, employees, and operating costs, the co-op returns any remaining funds to members as patronage shares. In another collective ownership structure, smaller firms can group together to own a larger organization. Both types of collective ownership structures are called co-operatives.
Public (Government) Ownership
One alternative to private ownership is some form of public ownership. In public ownership, a government unit or agency owns and operates an organization. In Canada, local governments often own the city's bus companies, parking structures, and water systems. The Toronto Transit Commission operates the network of buses, subways, and streetcars that serve the city of Toronto. People who support public ownership believe that services can be provided to more people when profits are turned back to the company to provide more services. However, some people disagree. These people say the supporters' belief has no proof. There is evidence to support parts of both sides of the argument. 
Sometimes, public ownership results when private investors are unwilling to invest in a high-risk project—or when operating an important service is simply unprofitable. VIA Rail Canada operates the national passenger rail service for the Government of Canada. VIA was established as an independent Crown Corporation in 1977. It provides public transportation by operating trains that serve 450 communities across the country. Each year, VIA carries more than 4 million customers on a fleet of 400 passenger cars.45
Collective (Co-operative) Ownership
Collective ownership sets up an organization called a co-operative (or co-op). The owners work together to operate all or part of the activities in their firm or industry. Currently, about 100 million people are employed by co-operatives around the world.46 Co-operatives allow small businesses to pool their resources for purchases, marketing, equipment, and distribution. Discount savings can be split among members. Co-operatives often share equipment and expertise. During difficult economic times, members of a co-operative find a variety of ways to support each other.
Canada has more than 8,400 co-ops. These co-ops employ more than 152,000 people: more than 87,000 work in non-financial co-operatives and more than 32,000 work in the agricultural sector. Canada has 5.9 million co-operative members, which means that four of every 10 Canadians are members of a co-operative. At least seven co-ops are listed in the top 500 companies in Canada. Several financial co-operatives, such as Vancouver's Vancity Credit Union network, have been rated among the best places to work in Canada.47 
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Organizing a corporation:
A corporation is a legal structure. It also requires a more complex organizational structure than a sole proprietorship or a partnership. This complexity explains why we often think of a corporation as a large entity, even though it does not have to be a big company.
Where and How Businesses Incorporate
Businesses owners who want to incorporate must decide where to locate their headquarters. They must also follow the correct procedure for filling out the legal document that sets up the corporation.
Where to Incorporate
The business decision of where to incorporate—and establish headquarters—may be based on a number of factors. Most businesses want to be near their customers. Other factors are real estate prices, public transportation, and communications networks. Access to a good source of employees is another reason for choosing a location. Online businesses such as Amazon.ca and eBay don't need to worry about being located near their customers, but they should think about the local source of employees.
Most small- and medium-sized businesses are incorporated in the provinces where they operate, but a Canadian firm can actually incorporate in any province it chooses. The founders of large corporations, or the founders of corporations that do business nationwide, often compare the benefits—such as tax incentives. Some provinces are considered to be more “business friendly” than others. For example, Alberta has one of the lowest taxes for incorporated businesses in Canada.
The Corporate Charter
A corporation is like an artificial person created by law, with most of the legal rights of a real person. These rights include the rights to start and operate a business, to buy or sell property, to borrow money, to sue or be sued, and to enter into binding contracts.
Incorporation of a business can be done at the federal or provincial level. Legally, if you incorporate provincially, your corporation has the right to carry on business only in the province where your business is incorporated. This rule is not a problem for restaurants and other businesses that have a fixed location, but it might be a problem for others. Federally incorporated businesses are permitted to operate everywhere in Canada.
Each province has a specific process for incorporating a business. For example, the individual or individuals who create the corporation must select a name that is different from the names used by other businesses. Figure 5.3 lists the 10 elements that are typically required for chartering a corporation.
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The information in the articles of incorporation forms the basis on which a government grants a corporate charter. This charter is the legal document that formally establishes a corporation. After securing the charter, the owners prepare the company's bylaws, which set out the rules for operation.
Corporate Management
Every corporation, large or small, has levels of management and ownership. Figure 5.4 illustrates the typical levels—although a smaller firm might not have all five levels. These levels range from shareholders down to supervisory management.
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Stock Ownership and Shareholder Rights
At the top of Figure 5.4 are shareholders. They buy shares of stock in the corporation, which makes them part owners. Some companies, such as many family businesses, are owned by only a few shareholders, and the shares are generally unavailable to outsiders. In such a firm, known as a closed or closely held corporation, the shareholders also control and manage all of the company's activities.
An open corporation, also called a publicly held corporation, is different. It sells shares to the general public, which sets up a diversified ownership. This type of ownership often leads to a broader range of operations than in a closed corporation. Publicly held corporations usually hold annual shareholders' meetings. During these meetings, managers report on corporate activities, and shareholders vote on decisions that require their approval, including elections of officers.
Shareholders' role in the corporation depends on the class of stock they own. Shares are usually either common shares or preferred shares. Although owners of preferred shares have limited voting rights, they receive dividends before the holders of common shares. If the corporation is dissolved, the owners of preferred shares have first claims on assets, once all debtors are repaid. Owners of common shares have voting rights but only residual claims on the firm's assets. That means they are the last to receive any income distributions. Because one share is typically worth only one vote, small shareholders generally have little influence on corporate management actions.
Board of Directors
Shareholders elect a board of directors—the governing body of a corporation. The board sets overall policy, authorizes the corporation's major transactions, and hires the chief executive officer (CEO). Most boards include both inside directors (corporate executives) and outside directors—people who are not employed by the organization. Sometimes, the corporation's top executive also chairs the board. Generally, outside directors are also shareholders, so they have a financial stake in the company's performance.
Corporate Officers and Managers
The CEO and other members of top management, such as the chief operating officer (COO), the chief financial officer (CFO), and the chief information officer (CIO), make most major corporate decisions. Managers at the next level down, the middle management, handle the ongoing operational functions of the company. At the first tier of management, supervisory personnel coordinate day-to-day operations, assign tasks to employees, and evaluate job performance.
Today's CEOs and CFOs work under stricter regulations than in the past. They must verify in writing the accuracy of their firm's financial statements. The process for nominating candidates for the board has also become more complex. In short, more checks and balances are in place for the governance of corporations.

When businesses join forces
Today's business environment includes many complex relationships among businesses and not-for-profit organizations. Two firms may team up to develop a product or to co-market products. One company may buy another company. Large corporations may split into smaller units. The list of alliances can be as varied as the organizations themselves, but the major trends in corporate ownership are mergers and acquisitions (M&A) and joint ventures.
Mergers and Acquisitions (M&A)
The terms merger and acquisition are often used interchangeably, but their meanings are different. In a merger, two or more firms combine to form one company. In an acquisition, one firm purchases the other. This purchase means that the buyer acquires the firm's property and assets and takes on the firm's debt. Acquisitions also occur when one firm buys a division or a subsidiary from another firm. A recent study looked at mergers and acquisitions in the global mining sector. The study suggests Canadian firms are major players in this sector. Canadian firms were involved in 36 percent of the almost 3,000 deals that represented more than $113 billion in value.48
Mergers can be classified as vertical, horizontal, or conglomerate. A vertical merger combines firms operating at different levels in the production and marketing process. For example, the combination of a manufacturer and a large retailer is a vertical merger. A vertical merger pursues one of two main goals: (1) to ensure adequate flows of raw materials and supplies needed for a firm's products or (2) to increase distribution. Microsoft is well known for acquiring small firms that have developed products with strong market potential, such as Teleo, a provider of voice over Internet protocol (VoIP) software and services that can be used to make phone calls via the Internet.
A horizontal merger joins firms in the same industry. Firms use a horizontal merger to diversify, to increase their customer base, to cut costs, or to expand product lines. This type of merger is popular in the auto industry. India-based Tata Motors bought the Jaguar and Land Rover brands from Ford Motor Corp. Volkswagen owns Audi and Porsche.
A conglomerate merger combines unrelated firms. The most common reasons for a conglomerate merger are to diversify, to increase sales, or to spend a cash surplus to avoid a takeover attempt. Conglomerate mergers may join firms in totally unrelated industries. General Electric is well known for its conglomerate mergers, including its ownership of healthcare services and household appliances. Experts debate whether conglomerate mergers are a good idea. Those in favour of such mergers say that a company can use its management expertise to succeed in a variety of industries. But the obvious downside is that a huge conglomerate can spread its resources too thin to be successful in any one market. 
Joint Ventures: Specialized Partnerships
A joint venture is a partnership between companies for a specific activity. Sometimes a company enters into a joint venture with a local firm to share the operation's costs, risks, management, and profits. This type of joint venture is common when a firm wants to start a business in a foreign market. A joint venture can also help companies to solve a common problem.
Joint ventures between for-profit firms and not-for-profit organizations are becoming common. These partnerships provide benefits for both parties. Not-for-profit organizations receive the funding, marketing exposure, and sometimes the staff they might not have on their own. The CIBC, New Balance, East Side Mario's, the Running Room, Canpar, and Revlon are some of the Canadian businesses that have partnered with the Canadian Breast Cancer Foundation's Run for the Cure. The annual event raised $33 million across the country.49
Joint ventures between not-for-profits and for-profit firms are often good for businesses, too. Firms that partner with environmental groups can cut costs, save energy, and reduce waste. For example, McDonald's partnered with the Environmental Defense Fund. McDonald's was then successful in phasing out harmful packaging, converting much of its cooking oil to biodiesel, getting rid of more than 136 million kg of packaging, and reducing restaurant waste by more than 30 percent.50 
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