Ch. 3 – Conducting Business Ethically and Responsibly
•	Since cocoa prices fluctuate significantly on global markets, profitability in the cocoa industry depends on prices over which farmers have no control. To improve their chances of making a profit, producers look for ways to cut costs, and the use of slave labour is one way to do that
•	This led to the development of the “fair trade” idea, which tries to ensure that export-dependent farmers in developing countries like Cote d'ivoire receives fair prices for their crops.
•	Some trade programs are sponsored by Fairtrade Labelling Organizations (FLO)
o	Works with co-operatives to establish standards for the producers products and operations and for socially relevant policies, such as enforcing anti-child labour laws and providing education and health-care services.
o	Guarantees producers a “Fairtrade Minimum Price”
	Ex. FLO guaranteed farmers a price of $1750 per tonne. If the market price falls below that level, FLO covers the difference. If the market exceeds $1750 per tonne, FLO pays producers a premium of $150 per tonne. 
•	Critics say that according to TransFair's own data, cocoa farmers get only 3 cents of the $3.49.
•	Consumer researchers say that producers receive very little and most of the premium price goes to the middlemen. 
•	Other critics say that sellers of fair-trade products are taking advantage of consumers who a re socially conscious, but not price conscious. The point out that if sellers priced that $3.49 candy bar for $2.49 instead, farmers would still get three cents a bar. The price is inflated to $3.49 only because there is a small segment of the market that is willing to pay the price.

LO-1 Individual Ethics
•	Because ethics are based on both individual beliefs and social concepts, they vary from people to situations to cultures.
•	Unethical vs. Illegal behaviour
o	Can be ethical and legal (providing high-quality products to consumers)
o	Ethical and illegal (Breaking law to carry out humanitarian efforts)
o	Unethical and legal ( Paying low wages to workers at a company facility in a foreign country)
o	Unethical and illegal (Cooking the books to make a company's financial situation look better than it really is)
•	Some practices that are legal in one country may not be legal in another. 


Individual Values and Codes
•	Because ethics are both personally and culturally defined, differences of opinion can arise as to what is ethical or unethical.
o	These difficulties have left some observers to conclude that individuals can rationalize almost any behaviour as ethical
Managerial Ethics
Standards of behaviour that guide individual managers in their work.
Behaviour Toward Employees
•	In Canada, ethical and legal guidelines state that hiring and firing decisions should based solely on the ability to perform a job.
•	Protecting the privacy of employees is another area where there are ethical implications. 
o	In Canada, the Personal Information Protection and Electronic Documents Act (PIEPEDA) requires organizations to obtain consent before the collect, use, or disclose information about individuals. 

Behaviour Toward The Organization
•	Ethical issues also arise with respect to employee behaviour toward employers
•	Conflict of interest occurs when an activity benefits an employee at the expense of the employer. 
o	Most companies have policies about buyers accepting gifts from suppliers 
o	Businesses in high competitive industries – software or fashioin apparel, for example, safeguards against designers selling company secrets to companies.
	Relatively common problems in the general area of hinestly in behaviour such as stealing supplies, padding expense accounts, etc., employees should be honest, but organizations must be vigilant.

Behaviour Toward Other Economic Agents
•	Ethical disputes of ten arise in the relationship between a company, its customers, competitors, stockholders, suppliers, dealers, and employees.
•	Ex. In 2012, Caterpillar Inc, demanded that union workers in its London, Ontario, factory take a 50% wage cut in order to make the company's operations become more cost-effective. When they refused, the company closed the plant and moved the production to the U.S.
o	Once, a WestJet executive accessed Air Canada's confidential database. They then admitted its actions were unethical and paid Air Canada $ 5 million
o	Difficulties may also arise because business practices vary globally. 
	In some countries, bribes are normal, but in Canada it is not
	In 2012, Walmart appointed a global officer to oversee compliance with US bribery laws after allegations surfaced that employees may have paid bribes in several countries, including Brazil, Mexico, and China

Assessing Ethical Behaviour
•	Actions and decisions could be determined whether they are ethical or not using a 3 step model
•	Gather the relevant factual information
•	Determine the most appropriate moral values
•	Make an ethical judgement based on the rightness or wrongness of the proposed activity or policy

•	Technical innovations have created all sorts of new ethical dilemmas: cloning, satellite reconnaissance, email snooping, and bioengineered foods
•	For every innovation, there seems to be a related ethical issue
	Ex. a manager sent an email to his workers, claiming to be a recruiter from another firm. The employees who responded, were skipped for promotion.
•	A ponzi scheme, for example, promises investors, large returns on their money, but the money taken in by those running the scheme is not typically invested. Instead, the money contributed by later investors is used to pay off early investors. 

Encouraging Ethical Behaviour in Organizations
•	Three factors have been identified as important in causing individuals to behave inn unethical ways
o	Pressure ( the employee has some problem that cannot be solved through legitimate means)
o	Opportunity (the employee uses his or her position in the organization to secretly solve the problem)
o	Rationalization (The employee sees himself or herself as a basically an ethical person who was caught up in an unfortunate situation)
•	To reduce the chance of unethical behaviour, organizations should demonstrate top management commitment to ethical standards, adopt written codes of ethics, and provide ethics training to employee.

Demonstrate Top Management Commitment To Values and High Ethical Standards
•	Ethical Sourcing: Monitoring Factories that produce its products to make sure that those factories are providing good working conditions for their employees
•	Business strategies and practices can change but core principles and values should remain the same. 

Adopt Written Codes of Ethics
•	Written Code of Ethics formally acknowledges that a company intends to do business in an ethical manner
o	Increase public confidence, improve internal operations, and help managers respond on those occasions when there are problems with illegal or unethical employee behaviour
•	Many firms are also adding a position called “ethics director/officer”

Provide Ethics Training
•	Business schools are important players in the debate about ethics as the sensitize students to academic integrity.
•	More firms are conducting workshops where managers are reminded of importance of ethical decision making and updated on the most current laws 
•	Some ethics programs are taught by former executives who have served time for their misdeeds





LO-2 Social Responsibility
•	Corporate Social Responsibility(CSR) refers to the way in which a business tries to balance its commitments to organizational stakeholders
•	Organizational Stakeholders are groups, individuals, and organizations that are directly affected by the practices of an organization and therefore has a stake in its performance.
•	As companies increase their emphasis on their social responsibility, there has been a move to go beyond traditional financial measures of return on investment. 
•	A new measure called the Social Return on Investment (SROI) has been developed which helps companies understand, manage, and communicate the social value of their activities for stakeholders.
•	In firms, there is debate whether which ones should be given the most attention.
o	Managerial Capitalism is when a company's only responsibility is to make as much money as possible for its shareholders
o	An opposing view says that companies must be responsible to a variety of stakeholders, including customers, employees, investors, suppliers, and the local communities.
•	An example of a company that promotes CSR is the Mountain Equipment Co-op as they are known for providing a safe and healthy workplace for employees, ensures that waste is disposed of in an environmentally responsible manner, and etc
•	The fair trade movement was motivated by concerns that workers in developing countries were not receiving fair payment for their products
•	Firms consider 4 areas regarding social responsibility
o	Environment
o	Customers
o	Employees
o	Investors

LO-3 Responsibility Toward the Environment
•	Consumers interested in buying products that are environmentally friendly face two problems
o	Companies often make misleading claims about the green attributes of their product
o	Green products can be very expensive

Air pollution
•	Results when a combination of factors lowers air quality
•	The Kyoto Summit in 1997 was an early attempt by gov'ts to reduce pollution
•	Australia is the world's largest greenhouse gas emitter (7.3%)
•	Canada signed the 1997 protocol, although it did not reach an agreement during the 2009 meetings in Copenhagen.
•	UN promoted a “cap and trade” system where companies can buy carbon credits which essentially give them the right to pollute the atmosphere
o	The money collected is used to help fund clean air projects
•	Debate whether global warming is the result of air pollution
o	Pros and cons for various countries
o	In difficult economic times, less people said that they would spend more to fight climate change

Water Pollution
•	Thanks to new stricter legislation and increased awareness on part of businesses, water quality is improving in many areas.
•	Oil spills like the BP disaster in the Gulf of Mexico in 2010 have occurred

Land Pollution	
•	Toxic wastes are dangerous chemical or radioactive by-products of various manufacturing processes that are harmful to humans and animals.
•	Entire industry (recycling) has developed because of the increased consciousness
•	Plant and animal waste can be recycled to produce energy (biomass)
o	Waste like sawdust, manure, and sludge are being turned into useful products 
	Ensyn Corp converts sawdust into liquid fuel by blasting wood waste with a sand-like substance that is heated, then it turns into biooil
•	Under Canadian and Ontario Environmental Protection Acts, pollution liability can run as high as $2 million per day.
•	Canadian business that do business abroad are increasingly being confronted with environmental issues. 
Responsibility Toward Customers
•	Consumer Rights 
o	Consumerism is a movement dedicated to protecting the rights of consumers in their dealings with businesses.
	Right to safe products
	Right to be informed about all relevant aspects of a product
	Right to be heard
	Right to choose what they buy
	Right to be educated about purchases
	Right to courteous service

•	Unfair Pricing
o	Collusion (getting together with companies to fix a price) is against the law
o	In 2010, new laws came in effect that are designed to make it easier for the Competition Bureau to convict price-fixers.
	Maximum price fixing has been tripled to 14 years, and the maximum fine increases from $10 million to $25 million.
•	Ethics in Advertising
o	Truth in Advertising
	For ex. the SK-ll skin cream was advertised to make skin 12 years younger, but it had to pay a $24, 000 fine after a consumer complained that it didn’t.
o	Advertising of Counterfeit Brands
	In China and NY city, fake Apple stores have popped up.
	Harmful to companies that have spent a lot of time and money developing brand name goods for sale.
o	Stealth Undercover Advertising
	Involves companies paying individuals to extol the virtues of their products to other individuals who are not aware that they are listening to a paid spokesperson for the company
o	Morally Objectionable Advertising 
	For ex. there are Victoria Secret ads receiving criticism because their models were in skimpy underwear and tobacco ads that target young people.
Responsibility Toward Employees
•	Companies should be able to 
o	Hire and promote new workers without regard to race, sex, etc
o	Provide a safe and non-bullying workplace
o	Do not tolerate abusive managers 
o	Promote a work-life balance among employees
o	Emphasize employee health and pay a living wage
•	Progressive companies go beyond legal requirements and hire “hard-core” unemployed people (little education and training) or people with disabilities
•	Should respect the privacy of their employees
o	The Canadian National Railway instituted a drug test on their employees
o	New software programs allow bosses to see things on employees’ social networking sites (Social Sentrix)
•	Whistle Blowers
o	Employees who discover that their company has been engaging in practices that are illegal, unethical, and/or socially irresponsible and report the problem to higher-level management are called whistle blowers.
o	Often demoted, fired, or treated as outcast
o	In 2009, the Investment Industry Regulatory Organization of Canada (IIROC) opened a whistle-blower hotline as a result of increased incidence of securities fraud such as Ponzi schemes.

Responsibility Toward Investors
•	Managers can behave responsibly when they pay themselves outlandish salaries and bonuses 
•	If the managers do not use financial resources in a responsible way, the losers are the investors
•	Fiscal management in many forms:
o	Improper Financial Management 
	Executives making bad financial decisions, paying executives outlandish salaries, etc.
	Trying to force a management change over is not only difficult, but it can also drive down the price of the company’s stock.
o	Misrepresentation of Finances
	Ex. Ken Lay was convicted of conspiracy and securities fraud
o	Cheque Knitting
	Writing a cheque from one account, depositing it in a second account, and then immediately spending money from the second account while the money from the first account is still in transit.
	Cheque in the second account can also be used to replenish the money in the first accounts, and the cycle continues.
o	Insider Trading
	Occurs when someone uses confidential information to gain from the purchase or sale of stock

LO-4 Approaches to Social Responsibility
•	Obstructionist Stance
o	Do as little as possible to solve social or environmental problems
o	When they cross ethical/legal line they would go to great lengths deny or cover up their actions
•	Defensive Stance
o	Will do everything that is required of it legally
	Ex. Firm that would install pollution-control equipment but not higher-quality equipment even though it might further limit pollution.
•	Accommodative Stance
o	Meets its legal and ethical requirements but will also go further in certain cases
	Organizations that fund community hockey teams, Girl Guides, youth soccer programs, etc.
•	Proactive Stance
o	View themselves as good citizens of society and proactively seek opportunities to contribute
o	Corporate Charitable Donations
	Donating money to different causes is one way that business firms try to show that they are socially responsible
	Some companies give their employees 4 afternoons a year for community activities
o	Managing Social Responsibility Programs
	Four steps required in order for an organization to become socially responsible
•	Top management must state strong support for CSR and make it a factor in strategic planning
•	A committee of top managers needs to develop a plan detailing the level of support that will be provided
•	A specific executive needs to be given the authority to act as director of the firm’s social agenda
o	Must monitor the program and ensure that its implementation is consistent with the policy statement and the strategic plan.
•	Conduct occasional social audits, which are systematic analyses of how a firm is using funds earmarked for its social-responsibility goals. 
o	Sustainable development – pursuing activities that meet current needs but will not put future generations at a disadvantage 
o	Canadian business release sustainability reports that explain how the company is performing on issues such as the environment, employee relations, workplace diversity, and business ethics. 
o	Triple bottom line reporting – Measuring the social, environmental, and economic performance of a company. 
LO-5 Social Responsibility and the Small Business
•	How would a small garden shop owner respond to a building inspector’s suggestion that a cash payment would “expedite” your application for a building permit?
•	Can small business owners afford to pursue CSR objectives
· Most of these decisions have financial implications, and the owners of many small firms feel that they do not have any flexibility.



















Ch 4 – Entrepreneurship, Small Business and New Venture Creation
· Positive result of recent recession was new wave of entrepreneurial efforts
· Small businesses, new ventures, entrepreneurship are closely linked terms but they are distinct

LO-1 Small Business
· Industry Canada is the main federal government agency responsible for small business. 
· Relies on two distinct sources of information provided by Statistics Canada: 
· The Business Register (tracks business)
· Labour Force Survey (tracks individuals)
· To be included, a business must have at least one paid employee, have annual sales revenues of $30 000 or more, or be incorporated.
· A  goods-producing business in the Register is considered small if it has fewer has 100 employees, while a service-producing business is considered small if it has fewer than 50 employees. 
· Individuals are considered self-employed if they
· Are working owners of a business that is either incorporated or unincorporated
· Work for themselves but do not have a business (musicians)
· Work without pay in a family business
· Majority of business have no employees and are not incorporated
· Only 15% of nascent entrepreneurs had incorporated their firm
· Small businesses are owner-managed businesses with less than 100 employees.
· The New Venture/Firm
· Criteria to be used to determine when a new firm come into existence: (1) when it was formed, (2) whether it was incorporated, (3) and if it sold goods and/or services.
· Entrepreneurship 
· The process of identifying an opportunity in the marketplace and accessing the resources needed to capitalize on it
· Entrepreneurs – People who recognize and seize these opportunities.
· Small businesses provide environment to use personal attributes that have come to be associated with entrepreneurs. 
· Intrapreneur – People who create something new within an existing large firm or organization 

LO-2 The Role of Small and New Businesses in the Canadian Economy
· Small Businesses 
· Small businesses provide more jobs than large businesses
· Also lead the way when it comes to innovation and new technology
· 98.1% of businesses in Canada are small and half of that only contain 5 employees
· Ontario and Quebec account for largest proportion of business establishments
· New Ventures 
· From 2001-2011, small businesses created 43% of all the jobs in Canada
· Women only lead 12% of the small- and medium-sized businesses that export goods and services.
LO- 3 The Entrepreneurial Forces
· Three elements in the entrepreneurial process: (1)the entrepreneur, (2)the opportunity, and (3)resources
· People think that entrepreneurs are rare but entrepreneurial characteristics are widely distributed
· This can be behavioural (taking initiative), personality traits, (independence), or skills (problem solving)
· Entrepreneurs must (1) identify an opportunity and (2) access resources
· Identifying Opportunities

· Idea Generation
· Generating ideas for new (or improved) products, processes, or services, screening those ideas, and developing the best ones.
· Work experience is the most common source of ideas, accounting for 45 to 85% of those generated.
· As employees of a company, prospective entrepreneurs are familiar with the product or service, the customers, the suppliers, and the competitors. They are also aware of marketplace needs, can relate those needs to personal capabilities, and can determine where they are capable of producing products or services that can fill the void.
· Other frequent sources of new venture ideas include a personal interest/hobby or a chance happening
· Chance happening refers to a situation in which a venture idea comes about unexpectedly. 

· Screening
· Entrepreneurs often generate many ideas and screening them is weeding out the “dead-end” venture ideas, the more time and effort you can devote to the ones that remain.
· The Idea Creates or Adds Value for the Customer
· Product of service that creates or adds value for the customer is one that meets a significant need.
· The Idea Provides a Competitive Advantage That Can Be Sustained
· Competitive advantage exists when potential customers see the product or service as better than that of competitors. 
· Inability to develop a competitive advantage is a common fatal flaw in many new ventures.
· The Idea is Marketable and Financially Viable
· It is important to determine if there are enough customers for your product
· Estimating the market demand requires an initial understanding of who the customers are, what their needs are, and how the product or service will satisfy their needs better than competitors’ products will.
· After learning about competition and customers, one must prepare a sales forecast (an estimate of how much a product or service will be purchased by the prospective customers). This forms the foundation for determining the financial viability of the venture and the resources needed to start it. 
· Financial viability involves preparing financial forecasts, two to three-year projections of a venture’s future financial position and performance.
· The Idea Has Low Exit Costs
·  Exit costs are low if a venture can be shut down without a significant loss of time, money, or reputation.
· If not expected to make a profit for a many years, its exit cost are high and vice versa

· Developing the Opportunity
· Business concept often changes from the original plan.
· Important to incorporate new information and look out for unanticipated opportunities. 
· New ventures use one or more three main entry strategies: (1) they introduce a totally new product, or service, (2) they introduce a product or service that will compete directly with existing competitive offerings but adds a new twist, (3) or they franchise
· Franchise –  An arrangement in which a buyer (franchisee) purchases the right to sell the product or service of the seller (franchiser)
· Business plan – A document that describes the entrepreneur’s proposed business venture, explains why it is an opportunity, and outlines its marketing plan, its operational and financial details, and its managers’ skills and abilities. 
· Planning do not have to be completed before action is taken
· If market conditions are changing rapidly, benefits from extensive research and planning diminish quickly
· Some businesses that are capital intensive do not lend themselves to early action.

· Accessing Resources

· Entrepreneurs try to acquire various resources from other people whenever they can (bootstrapping)
· Could also refer to getting resources that are loaned or provided free by customers or suppliers.

· Financial Resources
· Two types: debt and equity
· To obtain debt financing, the entrepreneur must have an adequate equity investment in the business—typically 20% of the business’ value—and collateral.
· Collateral can be seized by the lender if the loan isn’t repaid according to the specified terms.
· Common sources of equity financing are
· Personal Savings
· Love Money
· Investments from friends, family, etc. (Given based on relationship)
· Private investors  (Angels)
· Venture capitalists
· Come from professionally managed pools of investor money (venture capital).
· Risk of receiving little or no return on investment is high, only deals that present a high-growth business opportunity are considered.
· Common sources of debt-financing are
· Financial institutions 
· While commercial banks are main providers for debt financing, it is hard for new businesses to get a loan. 
· Better obtaining a personal loan than a business loan. 
· Suppliers
· Provide goods or services to entrepreneur with an agreement to bill them later.
· AKA trade credit, it can be helpful in getting started, because inventory can be acquired without paying cash.
· Financing is short-term; 30 days is usually pay back period
· Entrepreneurs may require an advance payment from customers, equipment can be leased or rented, manufacturing can be sub-contracted and etc.

· Other Resources
· Business Development Bank of Canada
· Has a mandate to help develop Canadian businesses with a focus on small-medium-sized companies. 
· Provides financing, venture capital, and consulting strategies
· Incubators
· Key forms of assistance include consulting services, legal advice, accounting services, business contacts, clerical services, and office space.
· The Internet
· Countless resources available that can help budding entrepreneurs gather research information, write business plans, and access grants.
· Deciding ownership by forming a venture involves consideration of two main issues:
· The size and scope of the venture –How many people does it require? Can people be hired to fill the key roles as they are required?
· Personal competencies – What are the talents, know-how, skills, track record, contacts, and resources that the entrepreneur brings to the venture?
· Most teams tend to be formed in one of two ways: (1) One person has an idea, and then several associates joining the team in the first few years of operation, or (2) an entire team is formed at the outset based on such factors as a shared idea, a friendship, or an experience. 
· Most successful solo businesses are simple ventures. The odds for survival, growth, profitability and attracting capital are increased by a team approach.

· Assessing the “Fit: Between Elements
· The Entrepreneur-Opportunity Fit
· Entrepreneur needs to decide whether the opportunity is something he/she can and wants to do. 
· No matter how good opportunity is, it may change shape and can require training.
· The Opportunity- Resources Fit
· Determining whether resources needed to capitalize on the opportunity can be acquired.
· If venture requires a greater financial investment, it does not mean that the idea should be discarded. They can take on partners or lease. 
· The Entrepreneur-Resources Fit
· Once resources requirements are determined, entrepreneur needs to assess whether he/she has the capacity to meet those requirements. 
· If entrepreneur is well connected with the industry, they will likely be able to gain commitments from customers, and investors.
LO-4 Starting Up a Small Business
· Buying an Existing Business
· Buying an existing business increases the chance of success; it already has proven its ability to attract customers and has established relationships with lenders, suppliers, and etc.
· Taking over a Family Business
· On the positive side, it can provide unobtainable financial and management resources—it often has a valuable reputation and has employee loyalty.
· On the negative side, there may be disagreements on which family members assume control.
· Buying a Franchise
· A franchising agreement outlines the duties and responsibilities of each party.
· It stipulates the amount and type of payment that franchisees must make to the franchiser.
· Franchisees make an initial payment for the right to operate an outlet, make royalty payments to the franchiser ranging from 2% to 30%, and pay an advertising fee.
· Both franchisers and franchisees benefit from the franchising way of doing things.
· Franchisees must carefully read the agreement and ensure they have right of first refusal on new potential stores within a certain distance. 
· Provincial governments have created laws to protect franchisees through Franchise Disclosure documents. 
· Costs to consider are: (1) the franchise sales price, (2) expenses that will be incurred before the business opens, (3) training expenses, (4) operational expenses for the first six months, (5) personal financial needs for the first 6 months, and (6) emergency needs.

LO-5 Forms of Business Ownership
· The Sole Proprietorship
· Business owned and operated by one person. 
· Advantages
· Lots of freedom
· Easy to form (no need to register business name)
· Low start-up costs
· Tax benefits
· Since the business and the proprietor are the same, the losses can be deducted from income the proprietor earns from personal sources.
· Disadvantages
· Unlimited Liability – A sole proprietor is personally liable for all debts incurred by the business. 
· Lack of continuity; a sole proprietorship legally dissolves when the owner dies
· Depends on the resources of one person whose managerial and financial limitations may constrain the business.
· Hard to borrow money to start and expand.

· The Partnership
· Established when two or more individuals (partners) agree to combine their financial, managerial, and technical abilities for the purpose of operating a business for profit. 
· Used by professionals such as accountants, lawyers, and engineers. 
· Two types of partners:
· General partnership – Actively involved in managing the firm and have unlimited liability.
· Limited partners – Don’t participate actively in the business, and their liability is limited to the amount they invested in the partnership.
· Limited partner cannot participate in the day-to-day management of the business or they risk the loss of their limited liability status.
· Advantages
· Ability to grow by adding talent and money. 
· Easier to borrow funds
· Can invite new partners to join by investing money
· Simple to organize
· Few legal requirements
· Agreement must answer questions such as: Who invested what sums of money in the partnership? How will disagreements be resolved? How will left over assets be distributed?
· No laws require partners to file an agreement with any government agency.
· Disadvantages
· Unlimited Liability (Each partner may be held personally liable for all debts of the partnership)
· Lack of continuity (If a partner dies, the business dissolves)
· Transferring ownership
· Life of partnership may depend on ability of retiring partners to find someone compatible with the other partners to buy them out. 
· Provides little or no guidance in resolving conflicts between the partners.

· The Corporation
· All corporations have a legal status as a separate entity, property rights and obligations, and an indefinite lifespan
· Defined as a business that is a separate legal entity, that is liable for its own debts, and whose owners’ liability is limited to their own investment.
· Shareholders – investors who buy shares of ownership in the form of stock—are the real owners of a corporation.
· Instead of paying stockholders in dividends, investors reinvest any profits in the business. 
· Common stock holders have the last claim to any assets if the company folds. Dividends on common stock are paid on a per share basis.
· Voting by proxy – When investors can’t attend a shareholders meeting, they appoint someone. 
· Board of directors – Governing body of a corporation
· Main responsibility is to ensure that the corporation is run in the best interests of his shareholders
· Set policy on paying dividends; choose executives to delegate the power to run the day-to-day activities, and other financial obligations.
· Inside directors are employees of the company and have primary responsibility for the corporation.
· Ex. president and executive vice-president
· Outside directors are not employees of the corporation
· Ex. Attorneys, Accountants, university officials, or Executives from other firms.
· Corporate officers are the top managers hired by the board to run the business
· The CEO is responsible for the firm’s overall performance
· Types of Corporations
· Public corporations – Shares of stock are widely held and available for sale to general public
· Private corporations – Held only by a few people and is generally not available for sale. 
· Controlling group may be family, employees, or management group.
· Most corporations start as private companies until they have a record of success, and then they issue shares available for the public. (Initial Public Offering)
· Private equity firms buy publicly traded companies and then take them private.
· Income Trust Structures allow corporations to avoid paying corporate income tax if they distributed all or most of their earnings to investors.
· Because so many corporations were converting into income trust structures, the Canadian gov’t announced that it would tax income trusts more like corporations.
· Income trusts distribute much of their cash flow to investors each month. 

· Formation 
· Two widely used methods of forming a corporation are federal incorporation under Canada Business Corporations Act and provincial incorporation under any of the provincial corporations acts.
· Federal Incorporation is used if company is going to operate in more than one province and provincial incorporation is used if the business is only in one province. 
· Any company can be incorporated by the CBCA, except banks and insurance companies.
· To form the company, articles of incorporation must be drawn up. These usually contain the basics details of the company and they vary from province to province
· All corporations must have the word, “Limited”, “Incorporated”, or “Corporated”, to indicate clearly that owners have limited liability for corporate debts.

· Advantages
· Limited Liability – Liability of investors is limited to their personal investment in the corporation.
· Continuity – Shares of stock may be sold or passed on to heirs, and most corporations also benefit from the continuity from professional management. 
· Raising Money – Selling stock expands the number of investors and available funds

· Disadvantages
· Cost
· Legal help in meeting gov’t regulations because they are far more heavily regulated than proprietorships or general partnerships. 
· Double Taxation – Corporation must pay income taxes on its profits and shareholders must also pay personal income taxes on the dividends they receive.

· The Co-Operative
· Incorporated form of business that is organized, owned and democratically controlled by the people who use its products and services, and whose earnings are distributed on the basis of use of the co-operative rather than level of investment
· Start-up capital usually comes from shares purchased by the co-operative’s members. 
· Federal co-operatives can raise capital by issuing investment shares to members or non-members.


· Types of Co-operatives
· Consumer co-operatives –Sell goods to both members and the general public (Mountain Equipment Co-op)
· Financial co-operatives – Operate much like banks, accepting deposits from members, giving loans, and providing chequing services (Vancouver City Savings Credit Union)
· Insurance co-operatives – Provide many types of insurance coverage, such as life, fire, and liability (Co-operative Hail Insurance Company of Manitoba)
· Marketing co-operatives – Sell produce of their farm members and purchase inputs for the production process. Some like Federated Co-operatives also purchase and market finished products
· Service co-operatives – Provide members services, such as recreation
· Housing co-operatives – Provide housing for members, who purchase a share in the co-operative, which holds the title to the housing complex.

· Advantages
· Limited liability of owners and continuity
· Structure – Each member only has one vote regardless of shares
· Prevents total control by wealthy individuals
· Allowed to deduct patronage refunds to members out of before-tax income. 
· Only taxed at individual member

· Disadvantages 
· Difficulty attracting equity investment 
· Since the benefits from being a member of a co-operative arise through the level of use of the co-operative rather than the level of equity invested, members do not have an incentive to invest in equity capital of the co-operative.
· Democratic voting arrangements and dividends are based purely on patronage discourage some entrepreneurs from forming or joining a co-operative
LO-6 Success and Failure in Small Business
· Reasons for Success
· Hard work, drive, and dedication	
· Market demand for the product or service
· Managerial competence
· Luck

· Reasons for Failure
· Managerial incompetence or inexperience
· If managers cannot make basic business decisions , or understand basic management principles, they aren’t likely to succeed.
· Neglect
· Weak control systems
· Insufficient capital
· Experts say you need enough capital to operate six months to a year without earning a profit.

















CH 5 – The Global Context of Business
The Contemporary Global Economy
· World transforming into a single, interdependent system in a process called globalization
· The success of many Canadian firms depends on exports.
· Imports – Products made or grown abroad but sold domestically
· Exports – Products made or grown domestically but shipped and sold abroad
· International trade is not new but international trade has become increasingly central to the fortunes of most nations of the world, as well as businesses.
· China is now making major inroads and increasing its economic and political influence in Africa; it is now the world‘s top merchandise exporter.
· What sparked globalization:
· Gov’ts and businesses are more aware of the benefits of globalization to their countries and stock holders
· New technologies have made travel, communication, and commerce easier, faster, & cheaper.
· The internet has torn down barriers for large and small companies
· A firm must simply enter foreign markets just to keep up with its competitors.
· Critics say that businesses exploit workers in less-developed countries; lead to loss of  cultural heritage and benefits the rich more than the poor
· Globe and Mail listed five trends of globalization:
· Economic centre will shift from N. America/Europe/Japan  to Asia and Latin America
· The productivity imperative (improved productivity is essential to compete in the highly competitive market place)
· The global grid (increasing complex global networks of people and capital)
· Environmental sustainability will take on even more importance
· There will be increased controls on business and markets as gov’ts try to cope with the financial crisis

LO-1 The Major World Marketplaces
· The World Bank uses per-capita income which consists of four categories:
· High-income countries: Annual per-capita income greater than $12 476
· Canada, US, Japan, Australia, etc.
· Upper-middle-income countries: Annual per-capita-income between $4036 and $12 475
· China, Colombia, Lebanon, etc.
· Low-middle-income countries: Annual per-capita-income between $1026 and $4035.
· Guatemala, Vietnam, Albania, etc.
· Low-income countries
· Annual per-capita-income of $1025 or less
· Ethiopia, Bangladesh
· Due to low literacy rates, weak infrastructures, unstable gov’ts, these countries are less attractive for international business.

· Geographic Clusters
· North America
· US dominates the region; the single largest marketplace and has been the most stable economy for decades but has a massive debt load
· US and Canada are each other’s largest trading partners
· Mexico is a major manufacturing centre; cheap labour and low transportation costs have encouraged many firms from the United States and other countries to build factories.
· However, the concentration on low-cost manufacturing factories has been focused on China
· Europe
· Western Europe is dominated by Germany, UK, France, Spain, and Italy.
· Some major companies are headquartered in Europe like Unilever, Siemens, etc.
· Eastern Europe, once primarily communist, has now gained importance, and houses companies such as Nestle and Volkswagen
· Traditional view of Europe has been severely altered by the European Union, the common currency, and a divide by Northern Europe and Southern Europe.
· Pacific Asia
·  Economy has grown rapidly in the past three decades b/c of automobile, electronic, and banking industries
· Japanese dominate the region; China, South Korea, and HK are also successful in the area.
· China has emerged as an important market and now boasts the world’s second largest economy behind the US. 

LO-2 New Power of Emerging Markets: Brics and Beyond
· BRICS: Term to describe five most increasingly important nations in global trade
· Brazil, Russia, India, China, and South Africa
· The status of these four nations has risen in international trade: Brazil is strong in commodities and agriculture, Russia is a powerful energy supplier, and China is a major hub of manufacturing activity. India has become a leading service provider at various levels ranging from basic customer service call centres to engineering solutions providers
· The BRIC nations are now demonstrating relationships that are much more complex
· Ex. Indian car maker  Tata, bought Jaguar and Land Rover from Ford
· Brazil is the least corrupt, and its rich natural resources and momentum from World Cup 2014 should help propel its economy
· South Africa is rich in mineral resources, something that these emerging markets need to sustain growth. 
· BRICS meeting held to negotiate a $100 billion reserve fund to protect their currencies and $50 billion seed-capital plan (to promote businesses).
· Also negotiated creation of development of worldwide bank to compete with the World Bank.
· The opportunity in emerging markets amounts to annual projected consumption of $30 trillion by 2025.
· Old economic powers such as U.S., Japan, Germany, and even Canada need to adapt.

LO-3 Forms of Competitive Advantages
· Countries export products that they can make more efficiently or cheaper than other countries. The proceeds are then used to import products that the country cannot produce efficiently.
· Absolute Advantage
· Exists when a country can produce something more efficiently than any other country.
· Can produce a larger output of goods and services using the same or fewer input resources
· If trade was limited to two countries, it is easy to negotiate which nation should produce which items for the greater good.
· But global economy is a complex network and most decisions are not that simple.
· Rare; majority of advantages are relative
· Comparative Advantage
· When a country can produce goods more efficiently or better than other goods. 
· For ex.  Businesses in a given country can make computers more efficiently than they can make automobiles that nation’s firms have a comparative advantage in computer manufacturing. 
· All countries have a comparative advantage in some products but any country doesn’t have a comparative advantage in all products. 
· Developed countries have an advantage on making high-tech products while developing countries have an advantage in products that require lots of low-cost labour
· National Competitive Advantage
· Derives from 4 conditions
· Factor conditions (natural resources, human resources, capital, entrepreneurs)
· Demand conditions reflect a large domestic consumer base that promotes strong demand for innovative products
· Related and supporting industries include strong local or regional suppliers and/or industrial customers
· Strategies, structures, and rivalries refer to firms and industries that stress cost reduction, product quality, higher productivity, and innovative new products.
· When these conditions exist in an industry, the companies are motivated to be very innovative and excel.
· International competitiveness is the ability of a country to generate more wealth than its competitors in world markets.
· Currently Canada is 14th due to its high taxes, regulated industries, relatively large bureaucracy, and overly conservative capital market structure. 
The Balance of Trade
· Difference in Value between its total exports and its total imports.
· Country exports more than imports = surplus
· Country imports more than exports = deficit
· Canada’s trade is only favourable because the US is our biggest trading partner
· Changing b/c of high Canadian dollar and dependence on US
The Balance of Payments
· The difference between money flowing into the country and money flowing out as a result of trade and other transactions. 
· For Canada to have a favourable balance of payments for a given year, the total of our exports, foreign-tourist spending in this country, foreign investments here, and earnings from overseas investments must be greater than the total of our imports, Canadian-tourist spending overseas, our foreign aid grants, our military spending abroad, the investments made by Canadian firms abroad, and the earnings of foreigners from their investments in this country. 
Exchange Rates
· The rate at which the currency of one nation can be exchanged for another.
· For ex. When many English citizens want to spend pounds to buy Canadian dollars, the value of the dollar relative to the pound increases
· Also strong when there is high demand for goods in Canada
· Fluctuation in exchange rates can have an important impact on the balance of trade
· If Canadian dollar gets stronger in relation to the British pound, the prices of all Canadian-made products would rise in the United Kingdom and the prices of British-made products would fall in Canada.
· Resulting in British buying fewer products in Canada and Canada buying more products in Britain.
· Results in a trade deficit with the UK (Increase in CAD has Canadian exporters concerned)
· Significant development in foreign exchange is the euro
· Rose in value against US and JA yen ($1.73) but dropped as low as $1.25. 
· Reason for drop was the economic instability
· Exchange Rates and Competition
· Companies that conduct global operations should watch exchange-rate fluctuations because these changes affect overseas demand for their products and can be a major factor in international competition.
· When the currency value of a country rises, companies based there find it harder to export products to foreign markets and easier for foreign companies to enter local markets.
· The opposite happens when the value decreases.
· Canadian companies are finding it harder to compete internationally, since they can no longer rely on cheap dollar to make their products more affordable across the border and abroad.
LO-4 International Business Management
· International business is challenging because the basic management responsibilities—planning, organizing, leading, and controlling—are much more difficult to carry out when a business operates in several markets scattered around the globe.
· Three decisions on whether to global:
· Going International
· Business climate in other nations is an overriding factor
· Even experienced firms have encountered cultural, legal, and economic road blocks
· Is there a demand for its products abroad? If so, must those products be adapted for international consumption?
· Gauging International Demand
· Products that are seen as vital in one country may be useless in another
· Foreign demand for a company’s product may be greater than, the same as, or weaker than domestic demand. Advertising should be adjusted.
· Market research and/or the prior market entry of competitors may indicate whether there is an international demand for a firm’s products.
· Adapting to Customer’s Needs
· If there is international demand for its product, a firm must still figure out whether or not to adapt the product. 
· If changes are made, they must figure out how to adapt that product to meet the special demands and expectations of foreign customers.
· Levels of Involvement in International Business
· Exporters and Importers
· Exporter –Firm that makes products in one country and then distributes and sells them in others
· Importer- Buys products in foreign markets and then imports them for resale in its home country.
· Represent the lowest level of involvement in international operations
· Conduct most of business in home nations.
· Both large and small businesses export product and services
· International Firms
· After firms gain success as importers and exporters.
· Conducts significant portion of its business abroad. 
· May be large and influential in the global economy, but remain a domestic firm with international operations. Central concern is domestic market.
· Multinational Firms
· Do not think of themselves as having domestic and international divisions.
· Planning and decision making are geared toward global markets
· Employ millions of people, buy supplies, parts, equipment, and materials from thousands of other firms; and pay billions of dollars in taxes
· Affect lives of hundreds of millions of consumers, competitors, and investors
· International Organizational Structures
· Independent Agents 
· Foreign individuals or organizations that agree to represent an exporter’s interests in foreign markets. 
· Act as sales representatives—they sell the exporter’s products, collect payment, and ensure that customers are satisfied. 
· Represent several firms at once and usually do not specialize in a particular product or market. 
· Licensing Agreements
· Arrangement in which firms choose foreign individuals or organizations to manufacture or market their products in another country.
· In return, the exporter typically receives a fee plus ongoing payments called royalties
· Franchising is a special form of licensing.
· Branch Offices
· Instead of developing relationships with foreign companies or independent agents, a firm may simply send some of its own managers to overseas branch offices. 
· Company has more direct control over branch managers than agents or licence holders
· Also provide a more visible presence in foreign countries
· Businesses may assign a plant or subsidiary for researching, developing, manufacturing, and marketing (world product manufacturing)
· Strategic Alliances
· Company finds a partner in a foreign country where it would like to conduct business.
· Each party agrees to invest resources and capital in a new business or else to cooperate in some way for mutual benefit. 
· Easier to get into new markets with greater control over their foreign activities than agents and licensing agreements
· Firms benefit from knowledge and expertise of their foreign partners
· Many obstacles
· For ex. Groupon formed a joint venture with GaoPeng in China, but many offices ended up being shut down in 2011, and about 400 former employees and lawyers took action.
· May have to deal with strong competitors
· Foreign Direct Investment
· Means buying or establishing tangible assets in another country.
· Foreign buyouts of Canadian firms will damage the economy b/c the head offices will move to foreign countries and major decisions will be made their instead of Canada.
LO-5 Barriers to International Trade
· Social and Cultural Differences
· Companies must have a knowledge of a country’s culture in order to be successful
· Language barriers can cause inappropriate naming of products
· Physical stature of people in different countries can make a difference (Japan vs. Canada)
· Age of populations should also be considered 
· Ex. Growing populations tend to have a high percentage of young people which means electronics and clothing would do well
· Subtle differences can have a major impact
· Canadians shop weekly, Europeans shop daily. CA need bigger refrigerators and etc.
· Subtle behavioural differences are also influential
· Deals can be lost based on cultural misunderstandings
· Economic Differences
· Firms must be aware of the extent of government involvement
· Must consider the level of economic development and the financial infrastructure 
· Are credit cards regularly used? Is financing readily available?
· Legal and Political Differences
· Quotas, Tariffs, and Subsidies
· Even free-market economies often use some form of quota/tariff that affects the prices and quantities of foreign products
· Quota restricts the total number of certain products that can be imported into a country. 
· Raises prices of imports without reducing supply
· Embargo – gov’t order forbidding exportation and/or importation of a particular product
· Tariff is a tax charged on imported products
· Directly affect the prices of products, effectively raising the price of imports to consumers
· Raise money for the gov’t and discourage the sale of imported products
· Subsidy is a gov’t payment given to a domestic business to help it compete with foreign firms.
· Funds and low-interest loans have helped the company compete and develop its major products
· When gov’ts pay subsidies to one of its domestic companies, this can have a negative effect on producers in other countries
· Protectionism – The practice of protecting domestic business at the expense of free market  competition
· Tariffs and quotas protect domestic firms and jobs until they are able to compete internationally
· Reduces competition and drives up prices
· Local-Content Laws
· Laws requiring that products sold in a particular country be at least partly made in that country
· Meant that firms seeking to do business there must either invest directly or have a local joint-venture partner. This way some of the profits in a foreign country are shared with the people who live there.
· Can act as trade-barriers in existing countries
· Gov’ts can give jobs to BC companies instead of AB companies
· Business-Practice Laws
· Law or regulation governing business practices in given countries
· Walmart left Germany because they had to stop refunding price differences because this is illegal in Germany
· Paying bribes is illegal in Canada but Canadian firms are now competing against other companies who pay bribes to do business
· Cartels and Dumping
· Cartels – association of producers whose purpose is to control the supply and price of a commodity
· Organization of Petroleum Exporting Countries 
· Not much can be done when governments create cartels but private-sector businesses can be prosecuted
· Dumping – Selling a product abroad for less than the comparable price charged in the home country. 
· Legislation defines dumping as occurring if products are being sold at prices less than fair value, or if the result unfairly harms domestic industry.
LO-6 Overcoming Barriers to Trade
· General Agreement on Tariffs and Trade (GATT)
· Gov’ts view exports as good (create jobs) and imports as bad (cause job losses)
· Gov’ts tempted to build trade barriers, but international trade would be damaged so the GATT was formed
· Purpose is to eliminate trade barriers by encouraging nations to protect domestic industries within agreed-upon limits and engage in multilateral negotiations
· World-Trade Organization
· Created on Jan 1, 1995 to replace GATT
· Three goals
· Promote trade by encouraging members to adopt fair trade practices 
· Reduce trade barriers by  promoting multilateral negotiations
· Establish fair procedures for resolving disputes among members
· Overseeing reductions in import duties on thousands of products that are traded between countries.
· Unlike GATT, decisions are binding, and many people feared that it would make sweeping decisions and boss countries around. 
· Serves as a ruling body but appeals can go on for years (Boeing sued Airbus because they received billions of loans from the European gov’t)
· Long-term relevance is questioned if members don’t make adjustments
· The European Union aka Common Market
· Eliminated quotas and set uniform tariff levels on products imported and exported within its group.
· Largest free marketplace in the world and produces almost ¼ of global wealth.
· The North American Free Trade Agreement (NAFTA)
· Objective was to create a free trade agreement between Canada, US, and Mexico
· Eliminates trade barriers, promotes fair competition, and increases investment opportunities
· Cons for Canadians
· Canada’s sovereignty would be threatened
· Flooded with products from Mexico (wages are lower)
· Pros for Canadians
· Would open up US markets for Canadian products and create more employment
· More opportunities for women
· Effects on NAFTA on Canada 
· NAFTA created a much more active NA market
· Direct foreign investment increased in Canada
· US imports  from (and exports to) Mexico have increased
· Canada has become an exporting powerhouse
· Trade between the United States and Canada rose sharply, and Canada enjoys a large trade surplus with the US
· Extensive Canadian presence in Mexico
· 
· Benefits are eroded of border delays due to security concerns
· Other Free Trade Agreements
· Mercosur was created between Argentina, Brazil, Uruguay, Venezuela, and Paraguay.
· Within first decade, tariffs had been eliminated on 80% of the goods traded between the original members. 
· Could turn into South American Free Trade Area (SAFTA) that could turn in to Americas Free Trade Area (AFTA)
· Some examples of free trade areas around the world are
· ASEAN
· Asia-Pacific Economic Cooperation
· Economic Community of Central African States
· Gulf Cooperation Council (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and United Arab Emirates)
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