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The NFTE Story
From one program in the Bronx, NFTE has expanded 
its mission into an international movement for teach-
ing entrepreneurship, academic, and technology skills 
to young people worldwide, and has been recognized 
with many awards and honors. So, too, has NFTE 
founder Steve Mariotti, who has been consistently 
recognized for his leadership and contributions to the 
nation’s youth. Although still an emerging curricu-
lum, entrepreneurship education has enjoyed tremen-
dous growth in acceptance by K–12 educators and 
in popularity among young adults. NFTE believes 
that entrepreneurship could and should be added to 
school programs nationwide.

To fulfill its mission, NFTE focuses on four goals:

⦁ Engage young people in school by teaching 
math, reading, writing, and communication 
within the motivating context of starting and 
operating a small business.

⦁ Teach young people about the market 
economy and how ownership leads to wealth 
creation.

⦁ Encourage an entrepreneurial mindset so 
young people can succeed whether they pur-
sue higher education, enter the workforce, or 
become entrepreneurs.

⦁ Make young people financially literate so 
they are able to save and invest to meet their 
life goals.

NFTE is widely viewed as a world leader in promot-
ing entrepreneurial literacy—helping youth achieve 
greater academic, personal, professional, and financial 
success. Nearly 50,000 young people will participate 
in NFTE programs in the 2008–2009 school year. 
Through a growing network of influential partners 
and affiliated organizations, NFTE is leading the 
way in expanding the field of youth entrepreneurship 
education. Relationships of note include World Eco-
nomic Forum, Aspen Institute, Council on Foreign 
Relations, New York Economics Club, Philanthropy 
Roundtable, Ewing Marion Kauffman Foundation, 
John Templeton Foundation, Atlantic Philanthro-
pies, McKinsey & Co., and many top institutions of 

higher learning, including Harvard, Yale, Columbia, 
Stanford, and Babson College.

Working in partnership with schools, community-
based organizations, and teachers, NFTE impacts 
students’ basic academic and life skills through a 
hands-on entrepreneurship curriculum that reinforces 
math, reading, and writing, and develops skills in 
critical thinking, teamwork, communication, and 
decision-making. 

NFTE programs are taught in a variety of set-
tings, including public schools, community-based 
organizations, and summer BizCamps, and range 
from 20 to 100 hours. The NFTE program empha-
sizes learning by doing. Experiential learning activi-
ties include visiting local wholesale districts or dis-
count stores, attending selling events, interacting with 
local entrepreneurs, and participating in a business 
plan competition, usually judged by outside profes-
sionals. NFTE classes may be offered as stand-alone 
entrepreneurship programs or infused into econom-
ics, math, or other relevant subjects.

All programs consistently emphasize the connec-
tions between personal motivation, succeeding in the 
real world, and personal and financial independence. 
Equally important, NFTE teaches young people to 
think like entrepreneurs: to take risks, to be open to 
learning, and to be empowered to own their futures.
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TO THE STUDENT

Content Overview
Entrepreneurship: Owning Your Future provides you with all the tools you need to 
become a successful entrepreneur.

 ⦁ Unit 1: What Is an Entrepreneur?
After an introduction to entrepreneurship, you examine the characteristics of an 
entrepreneur and are introduced to the role entrepreneurship plays in the economy. 
You also learn about the basic types of business (such as retail and manufacturing) 
and the types of business ownership (sole proprietorship, partnership, and so on).

 ⦁ Unit 2: Preparing for Business
To succeed as an entrepreneur, you need well-developed communication and nego-
tiation skills. You also need to understand business ethics and consider the relation-
ship between business and social responsibility. This unit helps you with all this, 
and includes special features on time management and goal setting.

 ⦁ Unit 3: Opportunity Recognition & Market Analysis
Now you begin the real work of starting a business! The first thing you learn is 
how to write a business plan. The rest of the textbook focuses on fleshing out the 
various parts of your business plan. This unit also shows you how to spot a business 
opportunity and how to do market research to evaluate whether an opportunity 
has sufficient potential.

 ⦁ Unit 4: Marketing Plan & Sales
In this unit you learn how to develop a marketing plan and how to promote your 
product. You also learn the principles of successful selling and how to estimate sales.

 ⦁ Unit 5: Analyzing Financials
This is the “meat” of the textbook. You’re introduced to the basics of business 
finances, including essential financial documents and ratios. Without these tools, 
you wouldn’t know whether you could expect your new business to make a profit.

 ⦁ Unit 6: Starting Your Business
This unit introduces such basic concepts as financing, recordkeeping and account-
ing, hiring staff, insurance, and taxes—all critical when starting a business.

 ⦁ Unit 7: Managing Your Business
Will you be able to manage your new business? This unit walks you though all 
the important aspects of business management: expenses, cash flow, production, 
distribution, operations, purchasing, and inventory.

 ⦁ Unit 8: Growing Your Business
Finally, you consider how to grow your business and how to successfully leave it 
when the right time comes.
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Preview of Your Textbook

Units
Each Unit focuses on a group of important entrepreneurship concepts. From the first Unit on, you 
will work on your business plan.

In this Unit:
1. Introduction to 

Entrepreneurship

2. Entrepreneurship 
& the Economy

3. Types of Business & 

Business Ownership

WHAT IS AN 
ENTREPRENEUR?

YOUR BUSINESS PLAN

In this unit, you’ll focus on the 

Business Idea section of the 

business plan and answer these 

 questions:

• What skills do I have to start 

this business?
• What factors will in� uence 

the demand for my product 

or service?
• What type of business will I 

start?
• What type of business own-

ership is right for me?
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1UNIT

Business Idea

Opportunity & Market Analysis

Financial Strategies

Organizational Structures

Legal Structures

Business Management

Plan for Growth

Business Plan Symbol

The business plan symbol shows the seven 
sections of the business plan. The large sec-
tion (or sections) on the right side of the pie 
chart identify what you will focus on in the 
unit. The business plan questions relate to 
this section (or sections) of the business plan.

The business plan questions you 
will answer in this unit are listed. This 
group of questions focuses on one or 
more sections of the business plan.

Business Plan Questions

Each unit contains 
between two and 
five chapters.

Chapters



To the Student  xix

Chapters & Sections
Each chapter in the textbook has two sections.
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Think about the following question:

Is making a profi t a good thing?

Write your answer (yes or no) on a piece of paper. Be prepared to discuss your 

answer in class.

What Is an Economic System?
 Economics is a social science concerned with how people satisfy 

their demands for goods (things you can buy) and services (things 

people do for a fee) when the supply of those goods and services 

is limited. This is a somewhat technical definition, so what does 

it really mean?
Economics is all about the flow of goods and services between 

people. This is measured in numbers, so economics always involves 

mathematics. However, economics is called a social science because 

people play the central role in it. It is people who decide which 

goods and services have value and what that value is. It is people 

who decide how goods and services should be used and how they 

will be distributed within a society. It is people who decide whether 

to buy or to sell goods and services. Ultimately, math may be the 

language of economics, but people are its soul.

Earth’s population grows larger every day. More people means 

there will be a greater demand for food, clothing, housing, and all 

the other essentials of life. These essentials are what we need. But 

we also want things that are not necessary to survive. These are 

our wants. People try to satisfy their needs and wants by buying 

goods and services that have value to them. The demand for goods 

2 ENTREPRENEURSHIP 
& THE ECONOMY

Importance of 
Entrepreneurship 
in the Economy2   .1

OBJECTIVES

 ⦁ Describe an economic system

 ⦁ Identify different economic systems

 ⦁ Examine supply and demand relationships

 ⦁ Explore the role of competition in a market economy

 ⦁ Describe the profit motive

 ⦁ Learn about nonprofit organizations

VOCABULARY

 ⦁ capital

 ⦁ capitalism

 ⦁ command economy

 ⦁ demand

 ⦁ demand curve

 ⦁ economic system

 ⦁ economics

 ⦁ economics of one unit

 ⦁ economy

 ⦁ enterprise

 ⦁ equilibrium point

 ⦁ equilibrium price

 ⦁ equilibrium quantity

 ⦁ free enterprise system

 ⦁ market economy

 ⦁ mixed economy

 ⦁ nonprofit organization

 ⦁ profit motive

 ⦁ scarcity

 ⦁ supply

 ⦁ supply and demand curve

 ⦁ supply curve

 ⦁ voluntary exchange

Working within a Section
To help you focus your learning, important class content is presented in each 
section with a minimum of interruptions.
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Sole Proprietorships
A  sole proprietorship (pruh-PRY-uh-tur-ship) is a legally defined type 

of business ownership in which a single individual owns the business, 

collects all profit from it, and has unlimited liability for its debt. In 

the eyes of the law, the owner and the business are one and the same. 

Most small businesses operate as sole proprietorships, particularly new 

ones. The vast majority of all businesses in the United States are sole 

proprietorships.

Advantages
The sole proprietorship is the simplest and least expensive option for 

business ownership. Because the owner and the business are one and 

the same, business income and costs are reported on the owner’s per-

sonal income tax return. This means less paperwork and easier tax 

accounting for the sole proprietor. The sole proprietor is also the sole 

decision maker, with complete control over the management of the 

business.

Disadvantages
In a sole proprietorship, only one individual is responsible for the busi-

ness. That person has to carry a heavy workload—raising the financial 

backing to set up, operate, and expand the business. The sole proprietor 

has unlimited liability for any business debts. As noted previously, this 

means that the owner’s personal money and possessions (house, car, 

and so on) are at risk if they are needed to pay business debts.

Sole proprietors often find it difficult to borrow money or attract 

investors. If they are unable to work, or make poor decisions, the busi-

ness could fail. Lenders and investors are reluctant to take that risk. 

Because of this lack of access to outside cash, sole proprietors often 

find it difficult to expand their businesses.

How to Set Up a Sole Proprietorship
For federal tax purposes, any business not specifically organized under 

a more complicated ownership structure is considered a sole propri-

etorship. Federal, state, and local government regulations must be 

considered when setting up a sole proprietorship. Most communities 

require a business license, at least. In addition, there are usually other 

requirements, such as:

 ⦁ Naming the Business. An entrepreneur may choose to use 

his or her name as the business name. For example, John 

Washington provides pet sitting, using his own name. He could 

also choose Westside Pet Sitting, John’s Pet Sitting, or Super 

Pets. Any business name other than the owner’s name is called 

a trade name, or a D.B.A. (“Doing Business As”) name. Some 

states require sole proprietorships to register their names with a 

state or local government agency.

58  Chapter 3

⦁ Tax I.D. Number. The federal government and some state gov-ernments require every business to have a taxpayer identification number. Typically, sole proprietors can use their Social Security numbers for this purpose, as long as the business has no other employees. If employees are hired, the entrepreneur must obtain an Employer Identification Number (or EIN). There are other situations in which EINs are necessary, so entrepreneurs must research the requirements carefully.

What is a sole proprietorship?

Partnerships
A  partnership is a legally defined type of business organization in which at least two individuals share the management, profit, and liability. The most common form of partnership is a general partnership. In a  general partnership, all partners have unlimited liability. Like sole proprietors, general partners are personally responsible for business debt. Because they assume personal financial risk, general partners usually take an active role in a business.

A  limited partnership is structured so that at least one partner (the general partner) has limited liability for the debts of the business. 

▲  Figure ˜-°
Sole Proprietorship
In a sole proprietorship, only 
one person is responsible for the 
business.
Comparing/Contrasting. What 
do you think the advantages and 
disadvantages of this sole propri-
etorship would be?

The easy-to-understand 
section objectives 
identify the key con-
cepts in each section.

Section Objectives

The vocabulary intro-
duced in the section 
are listed for easy 
review at the begin-
ning of each section.

Vocabulary

Vocabulary terms are 
highlighted in the text 
and defined when 
they first occur. These 
terms are listed at the 
beginning of the sec-
tion, reviewed at the 
end of the chapter, and 
included in the Glossary.

Vocabulary

For vocabulary terms you may not know 
how to pronounce, the pronunciation is 
shown when the term is first introduced. 
It’s also included in the Glossary.

Pronunciation

After important figures, an open-
ended figure question asks 
you to consider relevant issues 
related to the figure and text.

Figure Questions

Each section begins 
with a question that 
you will discuss in class. 
These questions usu-
ally require a simple 
answer, but your class 
discussion will focus on 
the thinking behind it.

Question

The heads relate specifically 
to the objectives listed at the 
beginning of each section. 

Heads Relate to Objectives

Reading checkpoints allow you to make sure you understand 
key points of each objective.

Reading Checkpoints
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TO THE STUDENT

Entrepreneurship Issues & Your Business Career
Each chapter includes two unique features. The Entrepreneurship Issues feature focuses on specific 
contemporary topics related to entrepreneurship. In the Your Business Career feature, you develop the 
techniques and attitudes you will need in business and life.

146  Chapter 6

Entrepreneurs often need funds from outside sources 

to start their businesses. To obtain ÿ nancing, entre-

preneurs have to explain the idea for a new business 

to a bank loan o°  cer, a venture capitalist, or other 

potential investor. This is called a “pitch.”

Entrepreneurs often don’t have much time to make 

their case. This has led to the “elevator pitch” (so named 

because the pitch has to be succinct enough to be 

delivered during an elevator ride). In an elevator pitch, 

an entrepreneur has only 30 seconds. He or she must 

communicate in fewer than 150 words what the prod-

uct does and how the consumer will beneÿ t. Venture 

capitalists may ask entrepreneurs for an elevator pitch 

to weed out bad ideas immediately.

Now, with the advent of micro-blogging Websites 

such as Twitter—in which readers post updates of 140 

characters or less—the “twitpitch” is the newest type of 

elevator pitch. Entrepreneurs post two-sentence busi-

ness ideas to their accounts, e°  ciently getting through 

to time-crunched consultants and venture capitalists.

THINKING CRITICALLY

Applying Concepts. Think of a new idea for a small 

business. Can you communicate that idea in 30 sec-

onds? How about in 140 characters or less? Start by 

practicing an elevator pitch in a small group and then 

take turns writing your own twitpitches and sharing 

them with the class.

To read more about pitches, including 

elevator pitches and twitpitches, go to 

“Entrepreneurship Issues” on the Student 

Center at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Elevator Pitches

Reviewing Objectives
˜. What is a business plan?

° . What are the four main types of business plans?

˛ . What are the seven parts of a business plan?

˝. What two questions do you need to consider 

early in the process of developing a business 

plan?

Critical Thinking
˙. Comparing/Contrasting. Why do the busi-

ness plans for nonproÿ t organizations di˛ er 

from those of for-proÿ t businesses?

ˆ. Drawing Conclusions. How would the busi-

ness plan for a one-person service operation 

run from a home di˛ er from that of a manu-

facturing business requiring 100 employees, 

equipment, and a building?

Working Together
Working in groups of four, use the Internet to 

research three business plan models. Record 

the parts of each plan and the order in which 

the parts are presented. Compare these busi-

ness plans with the one outlined in this chapter. 

What are the differences between the plan in the 

text and the plans you researched? What are the 

similarities?

ASSESSMENT 6.1

Summarizing a Business Plan
Select six existing businesses: two manufac-

turing, two retailing, and two service. For 

each business, identify the concept and the 

customer in one sentence.

Language ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage Arts
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and so on) as well as other types of service providers, such as hairstylists, dog walkers, automobile mechanics, athletic trainers, and daycare pro-viders. In addition, some states require service businesses selling taxable services to have a permit to collect sales tax from their customers.
Special Types of Businesses
Farming is a special type of business. Sometimes it is more like manufactur-ing (if the agricultural products are used to create new products, as when grain is used to make bread). Farming is a combination of manufacturing and retailing when fruits or vegetables are sold directly to the consumer.Mining is another special type of business. Often referred to as an “extraction business,” mining takes resources from the environment and converts them into a form that can typically be sold to manufacturers. Examples of extraction businesses are copper mining, oil drilling, and converting sea salt to table salt.

What are the four main types of business?

Some high school students have a good idea about what type of work they want to do after graduation. Others may be undecided about their future plans. They need to know more about careers that suit their skills.
If you know the field you hope to work in, you can plan a career pathway while still in high school. If you intend to go on to college, you will need to think about what to study. Your college major may require you to take specific math, science, or foreign language courses in high school. If you haven’t taken these courses, you will have to take them in college before you can actually begin taking the courses that interest you. If you want to follow a specific career, ask your guidance counselor for help in choosing courses that fit with your prospective plans.

If you are not sure about a career path, ask your guidance counselor about tests designed to match your interests and abilities to specific occupations. The results may lead you to some possibilities for which you are especially suited.

THINKING CRITICALLY
Analyzing Information. Take a career aptitude test online (at www.careerkey.org). List the career 

options suggested by the test and then describe your reaction to these options.

To read more about career orientation, go to “Your Business Career” on the Student Center at entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Career Orientation

Entrepreneur Pro� le
Each chapter ends with an Entrepreneur Profile, the true story 
of a young entrepreneur, someone about your age, who started 
a successful business. These may inspire you to pursue your 
entrepreneurial dreams.

 ▲ Marcus Craft
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ENTREPRENEUR PROFILE

It’s All in the Details
When Marcus Craft was 15 years old, he wasn’t legally 

old enough to drive a car. But, as he puts it, “I could 

certainly clean them.” That’s what detailing is. It 

involves everything from vacuuming the vehicle to 

bu˜  ng and compounding to make the car look as 

good as possible.
Marcus had always loved cars and anything that 

involved them. His father passed on his own love of 

cars to Marcus, as well as teaching him how to clean 

and preserve a vehicle to keep it in pristine condition. 

It was the perfect pick for a business for Marcus, and 

Mac’s Auto Detail was born. “I absolutely love clean-

ing cars,” said Marcus. “It really helps to have passion 

in your chosen ÿ eld. It keeps you motivated toward 

always improving your performance and makes the 

work fun.”

Competing for Business

Getting customers wasn’t easy at the beginning. 

“I spent a lot of time making and printing business 

cards,  ̨yers, and brochures to give to every person 

I saw or met,” said Marcus. It’s a time-proven way to 

increase business—and it worked for Marcus. 

He also needed to ÿ nd a way to make his business 

unique, to give it a competitive advantage. He relied on 

pricing (which he kept as low as possible) and his posi-

tive attitude. He would do whatever it took to make a 

sale, and he would go the extra mile to make the cli-

ent satisÿ ed:  “Excellent customer service doesn’t just 

mean providing a good product or service. It needs to 

be re  ̨ected in everything you do.”

Planning His Time
Marcus started his business as he completed his 

sophomore year at William Boone High School, in 

Orlando, Florida. He was able to work full-time dur-

ing the summers. However, during the school year, he 

was extremely busy with various activities. He was a 

member of a school music ensemble, played on the 

tennis team, and was an active member of his church. 

But he still had a business to run and phone calls to 

return from prospective customers and current clients.

When he got his homework done, he would return 

the calls and schedule times for detailing. “I would 

also leave time in my schedule to clean cars for my 

neighbors,” said Marcus, “because they would see me 

working and want theirs done too. I always made 

sure to leave a slot for them.” For Marcus, having a 

workable plan and sticking to it was important for 

long-term success. But the bottom line in business, 

Marcus believes, is dealing with people. If customers 

see the value of your product or service, you will be 

successful.

Thinking Like an Entrepreneur

1. What is a competitive advantage?

2. What did Marcus use as a competitive 

advantage?
3. How would you show customers that your 

services or goods have value?

Entrepreneurship Issues includes such topics as 
Serial Entrepreneurship, Peace through Entrepreneur-
ship, Focus Groups, Customer Word-of-Mouth, Car-
bon Credits, Entrepreneurship Blogs, Micro-Loans, 
Paperless Offices, and Socially Responsible Investing.

Entrepreneurship Issues

In Your Business Career, you’ll find such topics as Self-
Awareness, Empathy, Respect, Dressing for Success, Self-
Esteem, Positive Attitude, Responsibility, Sense of Pur-
pose, Honesty, Self-Control, and Comfort with Diversity.

Your Business Career

The Thinking Like an Entrepreneur questions 
ask you to consider situations that would have 
been faced by the profiled young entrepreneur. 

Thinking Like an Entrepreneur

Both features include open-ended Thinking 
Critically questions that extend your learning.

Thinking Critically

Student Center

More material about each feature 
is included on the Student Center 
at entrepreneurship.pearson.com.
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Entrepreneurs & Technology
Technology is playing an increasingly important role in business—and particularly in new businesses. 
That’s why there is an Entrepreneurs & Technology feature at the end of every chapter. These features 
discuss various aspects of technology in simple-to-understand language.
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ENTREPRENEURS & TECHNOLOGY

Internet Security
The Internet is a two-way street. By investigating the 

Web, you can access many thousands of sites. At the 

same time, hackers and malware can cause harm to 

your computer. Hackers write and often use pro-

grams that enable access to computers and networks 

by unauthorized users. For example, hackers can read 

the information on someone’s computer, steal that 

information, or even erase it. Malware includes vari-

ous types of malicious software and is discussed in the 

following paragraphs.

Computer Viruses and Trojan Horses
A computer virus is a software program that can 

cause damage to the data on your computer by eras-

ing files, creating new ones, changing files, or moving 

them. It is a type of malware. A computer virus appears 

on your computer when you download a file that con-

tains it. This can happen if you click on a link directing 

your computer to an infected Website or open e-mail 

that contains the virus. Computer viruses can spread 

from computer to computer just the way human 

viruses go from person to person. If a virus ends up 

on one computer in a network, it can infect other 

computers by attaching itself to files sent through 

the network. CDs and 

memory sticks can also 

carry viruses.
Another type of mal-

ware, a Trojan horse, 

is a program that takes 

control of your com-

puter without your 

knowledge. Like com-

puter viruses, you can 

receive a Trojan horse in 

e-mail. It can send data 

from your computer to 

a hacker’s server over the Internet. It can also send 

out spam (junk e-mail) and attach itself to the spam 

to infect the computers of people in your address 

book. The Trojan horse is named after the legendary 

wooden horse that contained hidden Greek soldiers 

who emerged from it and conquered Troy after the 

Trojans had taken the horse through its gates.

Spyware
Spyware, another type of malware, lets computer 

users spy on other users. The spyware ends up on a 

computer in the same way as a virus—when you click 

on a link or download a malicious program. Keylog-

gers are programs that are used for surveillance by 

companies to make sure their employees are only using 

their computers for business. Keyloggers are also used 

to spy on unsuspecting users. The program records 

the letters and numbers (keystrokes) you make on a 

keyboard. Although you might think you’re protected 

by typing in a password on a Website (which is often 

displayed as *******), the keylogger program can actu-

ally read what letters or numbers you keyed and send 

the information to a hacker who may use it for illegal 

activities. Another type of spyware is called a screen 

recorder. It takes a picture of your screen and could 

potentially record sensitive information.

⦁ computer virus

⦁ hackers
⦁ keyloggers

⦁ malware

⦁ screen recorder

⦁ spam
⦁ spyware

⦁ Trojan horse

Check Yourself
1. What is a hacker?

2. What is malware?

3. What is a computer virus?

4. What is spyware?

What Do You Think?
Solving Problems. What should you do to avoid 

computer viruses?

Tech Vocabulary

Section Assessment
Each section ends with a Section Assessment that provides you with a chance to review important con-
cepts and extend your knowledge.
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made from corn and potato starch that can withstand boiling water. 
Another example of a green company is SELCO-India. It provides 
solar-powered lighting to mostly rural areas in India and other devel-
oping countries.

Today, entrepreneurs operate all types of businesses. They are will-
ing to take risks because they hope for great rewards. In the process, 
they help make life better for many people with the products, services, 
and jobs they provide.

What is a green company?

Your Business Plan. Begin developing your standard business plan. 
Go to Section 1.1 of the Business Plan Project in your Study Guide, or 
Section 1.1 in BizTech.

Reviewing Objectives
˜. How do entrepreneurs and employees di˜ er?
°. What are four rewards and four risks of being 

an entrepreneur?
˛. Name three successful entrepreneurs and 

describe what they achieved.

Critical Thinking
˝. Applying Concepts. Choose an entrepreneur 

from the past who is not discussed in this 
chapter, and describe the risks and rewards 
involved in starting his or her business. 
Discuss whether the entrepreneur made life 
better in some way with a product or service.

˙. Inferring. Why do you think an entrepreneur 
might choose to keep a business small rather 
than expand it?

Working Together
Form a discussion panel to debate whether the 
rewards of entrepreneurship outweigh the risks. 
Half of the panel should focus on the rewards of 
entrepreneurship and the other half on the risks.

ASSESSMENT 1.1

Conserving Natural Resources
Some natural resources, such as oil and 
water, are becoming harder and harder to 
obtain in many parts of the world. Trees 
are being cut down faster than people can 
plant and grow new ones. Use the Internet 
to research ways that entrepreneurs, and 
the employees that work for them, can help 
conserve our natural resources. Present your 
findings in a report.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience

Vocabulary terms are bold in the 
Entrepreneurs & Technology feature.

Vocabulary Terms

Because technological terms are so important in business 
today, the Tech Vocabulary lists all the important tech-
nology terms introduced in the feature. These terms are 
also included in the Glossary at the end of the textbook.

Tech Vocabulary

Four Check Yourself questions help you 
review the important concepts in the 
Entrepreneurs & Technology feature.

Check Yourself 

Critical Thinking activities are either open-
ended questions asking you to consider spe-
cific aspects of the section’s contents or indi-
vidual projects that extend your knowledge.

Critical Thinking

There are four types of Cross-Curricular 
Activities: Science, Social Science, Math, 
and Language Arts. Each Cross-Curricular 
Activity asks you to connect the section’s 
content with an outside academic discipline.

Cross-Curricular Activities

The Working Together activ-
ity is intended as a group 
project. Besides teaching 
important entrepreneurship 
concepts, these projects also 
help you develop communi-
cation and teamwork skills.

Working Together

The Reviewing Objectives 
questions help you review 
key learning objectives. 
Each question focuses on 
one of the objectives listed at 
the beginning of the section.

Reviewing Objectives

An open-ended What Do You Think 
question asks you to apply what 
you’ve learned in the feature.

What Do You Think?
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Time Management
Time management is a critical skill for entrepreneurs. In the early stages of growing a business, the 
entrepreneur may be the only employee and must use time wisely to accomplish all the critical activities 
associated with starting a new business. The two-page Time Management feature in Unit 2 will help 
you develop better time-management skills.

Reviewing Concepts
1.  How can keeping a time log assist you in 

managing your time?

2.  Why is prioritizing tasks important?

3. List at least three of the time thieves in your 

life?

Manage Your Time
4.  Using Tables. Create a time log that tracks 

how you spend your time in a week.

5.  Applying Concepts. Based on your time 

log, describe how you could make the best 

use of your time (use the Time Tips on the 

previous page as a starting point).

Time management 
is a skill you will 
need throughout 
life. Adults need 

to manage the time 
they spend at work 

and at home. As a stu-

dent, you need to manage 

the time you spend at school and the time you 

spend studying. You also need to manage the time 

you devote to family, friends, and activities.

Time Management
Time can be a valuable friend or your worst en-

emy. You can never recapture misused or lost time. 

Learn to use time as a valuable resource. The way 

you manage this resource can make the difference 

between success and failure.

Planning how to use your time is time manage-

ment. It is a key element in your study habits. You 

are the only one who can plan and manage your 

time. Many people feel they don’t have enough 

time, or they allow others to use up their time. The 

key to success is to make the best use of your time.

If you are in the habit of wasting time, you can 

work to break the habit. Managing your time is 

not dif� cult. Much of your time is planned for you. 

For example, your school hours are determined by 

your teachers and school of� cials. Your work hours 

are determined by your employer. But it is your job 

to manage the rest of your time. You might plan 

for the following activities:

• Uninterrupted periods for study

• Personal duties and chores

• Relaxation and fun

Did you ever run out of time and then wonder, 

“Where did the time go?” Most people don’t know 

how they spend their time. A good way to � nd out 

is to keep a daily time log for two weeks. A time 

log is a written record of a person’s use of time. 

After keeping a time log for two weeks, you may 

be surprised to see how you use your time.

Time Tips
The earth’s timetable is � xed at 365 days a year, 24 

hours a day, 60 minutes an hour, and 60 seconds a 

minute. How can you stretch this time? How can 

you get more time to do everything you want to 

do? The answer is to take these steps to make the 

best use of your time:

1.  Write a To-Do List Each Day. What you 

don’t write down, you can easily forget.

2.  Prioritize. Priorities are things you consider 

most important. Tasks that have the high-

est priority should be done � rst. Categorize 

your tasks in order of (A) most important, 

(B) next important, and (C) least important. 

Check off the tasks as you complete them. 

Do the “C” tasks only if you have time.

3.  Focus on One Task at a Time. Stay with 

one task and give it your full attention. Re-

sist the urge to be distracted.

4.  Don’t Procrastinate. Do not delay or put 

off decisions or activities. Don’t leave things 

until the last minute. Do a little each day on 

long-term assignments.

5.  Reduce Interruptions. Beware of time 

thieves—instant messaging and phone calls 

will steal precious time and prevent you from 

completing tasks. Tell friends when you can 

be reached and try not to let anyone or any-

thing interrupt your schedule.

6.  Establish a Regular Time and Place for 

Study. This will help to program your mind 

to stay on-task and discourage interruptions.

7.  Use Your Spare Time Wisely. When you 

� nd yourself with some free time during the 

day, make it productive. Do some reading.

8.  Get a Good Night’s Sleep. You’ll be better 

able to handle your tasks if you get the sleep 

your body and mind need.

9. Make Time for Fun!
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Mon Tue Wed Thu Fri Sat Sun

School

Study

Socialize 
in Person
Phone/
Texting

Computer

Exercise

Chores

TV

Eat

Sleep

Other

Time Log
A time log shows the number of hours used for various 

activities. It can help you see if you are wasting time.

PREDICTING How much time during a week do you spend 

watching TV? Talking on the phone?

TIME LOG

Why Is Time Management Important?

TIME MANAGEMENT

they spend at work 

and at home. As a stu-

dent, you need to manage 

Goal Setting
Perhaps just as important as time management for an entrepreneur, goal-setting allows you to determine 
the direction of your business and your life. The two-page Goal Setting feature in Unit 2 will help you 
set short- and long-term goals.

Reviewing Concepts

1. Why is it important to think positively about 

goal setting?

2. What is the difference between a long-term 

goal and a short-term goal?

3. What is a SMART goal?

Goal Setting

4. Writing. List examples of goal statements, 

including personal goals (such as goals that 

relate to you physically, mentally, emotion-

ally), school goals, and community goals.

5. Applying Concepts. Choose one school or 

community goal, and describe how it meets 

the SMART goal criteria.

Most successful people say that 

the secret to their success is setting 

goals. When you set a goal, you decide 

what you want to accomplish. Goal setting en-

ables you to focus on your dreams and turn them 

into reality. By setting goals, you create a path for 

your future success. Learning how to set goals is 

a valuable lesson you’ll use throughout your life.

Start with a Dream
Everyone has wishes and dreams. This is the start-

ing point for success. The idea is to convert a wish 

or dream into an achievable goal. Sometimes a 

wish or a dream is a long-term goal, something 

you’ll make happen in a few years. You can also 

set short-term goals to achieve right now. For 

example, you might dream of being the owner of 

a successful company. To achieve this, you might 

set a series of short-term goals—each of which can 

take you a step closer to your � nal destination.

As with any journey to a speci� c destination, 

you need a roadmap. Setting goals lets you map 

out exactly where you’re going and how you’ll get 

there. Each goal becomes a manageable step along 

the way. And accomplishing each short-term goal 

helps you keep your focus on the long-term goal.

Where do you begin? You begin by identifying 

your dream. What do you desire? In what area do 

you want to be successful? What do you want to 

change, improve, or achieve in your life? Allow 

your imagination to dream big! Dare to dream!

Think Positively
When we identify a dream, we often come up with 

excuses that prevent us from reaching our goals. 

We think about the work involved and the chal-

lenges and before long we’re using words like no, 

can’t, won’t, never, maybe, impossible, and later. To 

achieve a goal, you need to develop an “I will make 

it happen” attitude. Get out of your own way and 

start planning your future. Surround yourself with 

people who will support your dream and cheer you 

on. You may encounter roadblocks along the way, 

but a positive attitude will help you � gure out how  

to overcome each challenge.

The Goal-Setting Process
When you begin the process of setting a goal, you 

need to make sure you are working with a SMART 

goal. A SMART goal is one that is:

Speci� c. Your goal statement spells out exactly 

what you want to achieve, in simple language.

Measurable. You must be able to measure your 

progress.

A ction-Oriented. You must list the actions 

required for reaching your goal and commit to 

them.

R ealistic. Your goal must be manageable. Do 

you have everything you need to achieve it?

Time-Speci� c. Goals need to have a target date 

for completion.

SMART goals are focused and achievable. You 

decide what you want, you agree to the steps in-

volved, and you control the outcome. You are in 

the driver’s seat.

Try it. Set a goal for yourself by following these 

steps:

1. Goal Statement. Decide what it is you want 

and then write a goal statement. Make sure it 

is a SMART goal. Write the goal in the form 

of a positive “I will” statement.

2. Action Steps. Below the goal statement, 

write a numbered list of the action steps 

required for completing the goal.

3. Completion Date. Below your list of  action 

steps, write the date when you want to 

 complete your goal.
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Why Is Goal Setting Important?

GOAL SETTING

Goal Setting
When you set goals, you are investing in yourself and your future. Stay 

positive, focus on your action steps, and keep your � nal destination in 

mind. A positive outlook helps you overcome challenges.

COMPARING/CONTRASTING What are some of the negative state-

ments that can get in the way of your success? How can you change those 

negatives into positive statements?

Most successful people say that 

the secret to their success is setting 

goals. When you set a goal, you decide 

what you want to accomplish. Goal setting en-

The Reviewing Concepts ques-
tions give you another look at 
the key concepts in the feature.

Reviewing Concepts

Learn a focused and achiev-
able three-step goal-setting 
process, using SMART goals.

Goal-Setting Process

The Goal Setting activities ask 
you to apply what you have 
learned to your current life.

Goal-Setting

This feature includes nine 
Time Tips you can use 
in your everyday life.

Time Tips

The Time Log helps you 
see how you spend your 
time and decide whether 
you are using it wisely.

Time Log

The Manage Your Time 
activities ask you to apply 
what you have learned 
to your current life.

Manage Your Time
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Chapter Review and Assessment
The three-page Chapter Review and Assessment is designed 
to help you review, use, and expand on the basic concepts 
presented in the chapter.
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Review and Assessment
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CHAPTER SUMMARY

5.1 Ethical Business Behavior

Ethics are moral principles that govern decisions and actions. They are based 

on universal values that have been shared by all cultures throughout history. 

Cultures differ in how they express and enforce ethical values. Business ethics 

are moral principles applied to business issues and actions. Practicing busi-

ness ethics benefits entrepreneurs. Businesses demonstrate ethics by practic-

ing transparency, encouraging whistle-blowers, and writing a code of ethics. 

Transparency is openness and accountability in business decisions and actions. 

An important ethical concern for entrepreneurs is intellectual property, which 

is an artistic or industrial creation or invention. The protections for intellectual 

property are copyrights for artistic work, trademarks for brands and brand 

names, and patents for inventions. Other ethical concerns for entrepreneurs 

are conflicts of interest and confidentiality.

5.2 Socially Responsible Business and Philanthropy

Businesses demonstrate corporate social responsibility when they act in ways 

that balance profit and growth with the good of society. Businesses have a 

responsibility to treat employees, customers, suppliers, investors, and creditors 

ethically. Four qualities mark a responsible relationship with customers: hon-

esty, respect, accessibility, and attention. Socially responsible entrepreneurs also 

try to preserve and protect the environment. Businesses and entrepreneurs give 

back to the community through cause-related marketing, which can include 

sponsorships, facilitated giving, and purchase-triggered donations.

REVIEW VOCABULARY
Imagine you are a reporter writing a story on ethics and business. Incorporate at least ten terms from the following 

list in your story.

 ⦁ business ethics (p. 106)

 ⦁ carbon footprint (p. 122)

 ⦁ carbon offset (p. 122)

 ⦁ cause-related marketing (p. 123)

 ⦁ conflict of interest (p. 113)

 ⦁ copyright (p. 111)

 ⦁ corporate social 
responsibility (p. 115)

 ⦁ ethical sourcing (p. 115)

 ⦁ ethics (p. 105)

 ⦁ facilitated giving (p. 124)

 ⦁ fair use (p. 112)

 ⦁ greenwashing (p. 123)

 ⦁ infringement (p. 112)

 ⦁ in-kind donation (p. 125)

 ⦁ intellectual property (p. 111)

 ⦁ patent (p. 111)

 ⦁ philanthropy (p. 124)

 ⦁ public domain (p. 112)

 ⦁ purchase-triggered 
donation (p. 124)

 ⦁ social media (p. 108)

 ⦁ sponsorship (p. 123)

 ⦁ sustainable (p. 120)

 ⦁ trademark (p. 111)

 ⦁ transparency (p. 107)

 ⦁ universal values (p. 106)

 ⦁ whistle-blower (p. 108)

CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 

completes the statement.

1. Greenwashing is unethical because it

a. infringes on copyright

b. misleads consumers

c. creates con  ̃ict of interest

d. all of the above

2. Pauline’s Pooch Palace gives $1 from every dog 

grooming to the local animal shelter. This is an 

example of
a. sustainable design

b. fair trade
c. purchase-triggered donation

d. philanthropy

3. A well-written code of ethics

a. enhances a business’s reputation

b. helps attract quality employees

c. helps prevent legal problems

d. all of the above

4. The owner of a children’s clothing store uses 

popular cartoon characters in her ads. This might 

be an example of
a. copyright infringement

b. social media

c. cause-related marketing

d. con  ̃ict of interest

5. By donating much of his fortune to building 

libraries, the American industrialist Andrew 

Carnegie demonstrated his belief in

a. sponsorship
b. philanthropy

c. sustainability

d. ethical sourcing

6. One way to reduce a business’s carbon footprint 

is through
a. greenwashing

b. sponsorship
c. communicating with investors

d. sustainable design

7. When communicating with investors, an entre-

preneur should
a. give both good news and bad news about 

the business

b. suggest ways that a larger investment 

would improve sales

c. make conÿ dent predictions about the busi-

ness’s growth

d. give only the information the investors 

speciÿ cally ask for

8. One challenge to writing a code of ethics is

a. balancing contrasting qualities in an 

e˛ ective way

b. avoiding controversial issues

c. pleasing investors

d. avoiding copyright infringement

9. A carbon footprint measures

a. your sustainable energy

b. the amount of carbon in the environment

c. the amount of carbon you use

d. the amount of carbon o˛ sets you have 

purchased

10. A business promotes transparency through

a. energy e˝  ciency

b. protecting whistle-blowers

c. buying carbon o˛ sets

d. fair trade

11. Lila, a kitchen designer, helps clients choose 

appliances. An appliance dealer gives her gifts 

and tickets to shows. This situation has the 

potential for
a. cause-related marketing

b. patent infringement

c. con  ̃ict of interest

d. fair use

12. A code of ethics is most useful when it is based on

a. philanthropy

b. universal values

c. fair use
d. environmental responsibility

Business
Communication

Business
Ethics

Business
Math

Business in Your
Community
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13. Working in small groups, choose a speciÿ c type of 
business. Write three items of a code of ethics that 
apply to that business. With each, explain how it 
relates to universal values.

14. Imagine that you made a mistake that inconve-
nienced and angered customers. Write a paragraph 
that will be posted on your company’s Website. 
Keep in mind the importance of both transparency 
and conÿ dentiality.

15. In small groups, write and perform a scene in 
which you give a ÿ nancial report for your business 
at a meeting with investors. The business hasn’t 
done well, and you need money. How will you 
answer investors’ questions, accepting responsibil-
ity without causing them to lose conÿ dence?

16. See the table below. For each unit, what percent-
age of the operating cost goes for electricity? How 
much money in water costs could be saved by 
replacing three conventional dishwashers with 
three Energy Star® models?

17. In a survey of 809 small-business owners, eighty-
ÿ ve percent said they donated money to a charity 
the year before. Speciÿ cally, how many made chari-
table contributions?

18. Your business went through a slump last month, 
and you weren’t sure you could pay your employ-
ees. You decided that, if needed, you would take 
the money from your own savings. Fortunately you 
didn’t have to, but one employee found out and 
told the others. She said she thought they had the 
right to know when their jobs were in danger and 
that you had acted dishonestly in not telling them. 
She also said she would do the same thing in the 
future. How would you handle this situation?

19. Contact your local Better Business Bureau. Ask 
what ethical standards a company must uphold to 
be accredited by the Better Business Bureau. Does 
the Better Business Bureau feel that membership in 
the Bureau has an a° ect on proÿ ts, employees, or 
other aspects of business?

20. Working in a group, do a telephone or walking 
survey of area businesses to learn what steps they 
are taking to improve energy e˛  ciency. Which 
steps do the people you talk to think are most 
useful? Why? Present your ÿ ndings in a presenta-
tion to the class.

Commercial Dishwasher: Annual Costs
Operating 

Costs
Energy Star ® 

Unit
Conventional 

Unit
Electricity $890 $1,556

Water $112 $222

Total $1,002 $1,778

The Chapter Summary
provides an overview 
of the key concepts 
in the chapter.

Chapter Summary

Three Business Math questions 
help you work on your math 
skills in a business context.

Business Math

The Business Ethics questions 
typically present an ethical 
dilemma in a business setting. 
Most of these don’t really have 
a correct answer. Consider 
them from all points of view, 
and try to determine the role 
that ethics plays in the scenario.

Business Ethics

Three Business Communication 
questions ask you to sharpen 
your communication skills—
sometimes alone, sometimes in 
a group. You will focus on con-
cepts presented in the chapter.

Business Communication

The two Business in Your Com-
munity activities typically ask 
you to interact with people, 
businesses, or organizations 
in your community. Some will 
require working in a group 
or with a partner, others 
can be done individually.

In Your Community

Review Vocabulary is an 
open-ended activity that 
provides an opportunity 
to use the vocabulary you 
learned in the chapter. 
Typically, you will be 
describing what you have 
learned in the chapter 
to a specific audience 
who will be unfamiliar 
with the vocabulary.

Review Vocabulary

You can use the Check Your Understand-
ing questions to make sure you understand 
the main ideas presented in the chapter.

Check Your Understanding
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TO THE STUDENT

Standard Business Plan
The ability to prepare a Standard Business Plan is the most important learning objective in this textbook 
and in any entrepreneurship course. You start work on your business plan immediately in Chapter 1. By 
Chapter 14 you will have created a standard business plan. The standard business plan has three parts. 
Each part is represented in the business plan symbol and described in the business plan summary.
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STANDARD  BUSINESS  PLAN

Part of Business Plan Section of  Book Key Question

Business 
Idea

1.2 What skills do I have to start this business?

2.1
What factors will in  ̃uence the demand for my 

product or service?

3.1 What type of business will I start?

3.2 What type of business ownership is right for me?

5.2 How is my business socially responsible?

Opportunity & 
Market Analysis

6.2
Is my idea for a business a real business 

opportunity?

7.1 How should I conduct market research?

7.2 Who are my competitors?

7.2 What is my competitive advantage?

8.1 What is my marketing plan?

8.1 What are my product and pricing strategies?

8.2 How do I promote my product?

9.1 How do I sell my product?

Financial 
Strategies

9.2 How do I estimate sales?

10.1 What are my business costs?

10.2 How do I measure the economics of one unit?

11.1
How do I develop an income statement and track 

cash  ̃ow?

11.2 How do I develop a balance sheet?

12.1 Are my ÿ nancial ratios good?

12.2 What is my break-even point?

13.1 What types of ÿ nancing are available?

13.2 Should I obtain ÿ nancing?

14.1 What records should I keep?

14.2 What kind of accounting system should I use?

For a sample business plan, see pages 194–207.

Your Business Plan. Continue developing your standard business plan. 

Go to Section 6.1 of the Business Plan Project in your Study Guide, or 

Section 6.1 in BizTech.Advanced Business Plan
Not every business will require all of the Advanced Business Plan topics, but any young entrepreneur 
would be wise to study them for possible future use. Some may be critically important for certain types 
of businesses. You will start work on the advanced business plan topics in Chapter 15. Each of the four 
parts is represented in the business plan symbol and described in the business plan summary.
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ADVANCED  BUSINESS  PLAN

Part of Business Plan Section of  Book Key Question

Organizational 
Structures

15.1 What organizational structure is right for my business?

15.1 How should I sta˜  my business?

15.1 Do I need the help of outside experts?
15.2 How do I train and motivate employees?

Legal 
Structures

16.1 Does my product involve intellectual property rights?

16.1 What contracts will my business require?

16.2 How will I protect my business by using insurance?

17.1 How will taxes a˜ ect my business?

17.2 How will government regulations a˜ ect my business?

17.2 How will government regulations a˜ ect employees?

Business 
Management

18.1 How will I manage my business?

18.2 How do I manage expenses, credit and cash ° ow?
19.1 How do I manage production and distribution?
19.2 How will I manage my operations?
20.1 How do I manage purchasing?

20.2 How do I manage inventory?

Plan for
Growth

21.1 How can I plan for business growth?
21.2 What are the challenges of growth?
22.1 Can I franchise or license my business?
22.2 When and how should I leave my business?

Idea

Organization

Market

Legal

Market

Financials

Management
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Case Study
At the end of each unit is a case study that develops through the entire textbook. The case study involves 
Eva Tan, beginning when she was a high school student in Westerville, Ohio. Watch Eva as she starts 
her business, makes mistakes, has success, grows her business, and eventually leaves it.

70  Unit 1

What Is Entrepreneurship?  71

What Is Entrepreneurship?

U
N
IT1

What Would You Have Done?

BECOMING AN 
ENTREPRENEUR

Although she didn’t realize it at the 

time, Eva Tan became an entrepreneur 

when she was a high school student in 

Westerville, Ohio. Follow her story, 

beginning here and continuing at the 

end of each unit of the book.

Planning for Success

One summer, when Eva was in high 

school, she helped plan her older sister’s 

wedding. There were so many issues! In-

vitations, � owers, clothing, and music 

were just a few of the things that had to 

be arranged.
Helping the entire process go smooth-

ly was a big challenge, but one that Eva 

really liked. The reception menu plan-

ning was particularly interesting, because 

Eva’s parents came from two very different 

backgrounds: Irish and Filipino.

The event was a success. After it was 

over, Eva said, “As my sister’s wedding 

planner, I had to wear many hats. The 

whole experience helped me realize the 

importance of problem-solving, paying 

attention to details, being organized but 

� exible, and remaining cool under pres-

sure. The wedding took a lot of time and 

effort, but the results were worth it. My 

sister was pleased, and I discovered I could 

do things I didn’t know I could.”

That fall, back in high school, Eva 

took an “Introduction to Business” class 

as one of her electives. The class, and her 

experience with her sister’s wedding, made 

her think of creating an event-planning 

business. She wondered what she could do 

to develop her skills and gain experience.

Eva began looking for opportunities 

to volunteer for more event-planning. 

She helped plan her Junior Prom and or-

ganized fund-raising events to � nance a 

senior class trip to Florida.

Her mother, a high school teacher who 

earned her degree at Ohio State Univer-

sity (OSU), introduced Eva to friends 

from the university who needed event 

planning. They began asking Eva to plan 

small events like birthday parties and baby 

showers.
Eva’s grandmother was a widow who 

lived with Eva’s family. Although Eva’s 

grandmother had never done event plan-

ning, she had run a small restaurant with 

her husband. Eva had always found her grand-

mother’s stories about the restaurant entertaining, 

but now Eva began asking her for advice about 

upcoming events.

Pro� ting from a Loss

During her senior year, Eva had dif� culty deciding 

what career route to take after graduation. At the 

time, event planning seemed more like a hobby 

than a long-term career goal.

Eva decided to enroll in the two-year Business 

Management program at Columbus State Com-

munity College. She said, “I think the general 

business courses will be useful, no matter what 

career path I eventually decide to take.” An agree-

ment between Columbus State and OSU would 

also allow her to transfer her associate degree 

credits to OSU if she wanted to complete a four-

year degree.
One of the � rst college courses Eva took was 

“Principles of Microeconomics.” Topics such 

as supply and demand, the role of competition, 

and the pro� t motive made her think about the 

economy in and around Columbus. “With my 

professor’s permission, I ful� lled one of my class 

requirements by researching how the city’s current 

economy would impact a new event-planning busi-

ness,” she said. “I wanted to � nd out, economi-

cally speaking, what my chances for success were.”

Eva continued to work part-time, planning 

events to help pay for college. Charging for her 

services by the hour, Eva researched vendor op-

tions, placed orders for goods and services, and 

coordinated their delivery. She began to wonder 

if she could increase her pro� ts by making some 

of the food and party decorations herself.

To test this, Eva created samples of her food 

for customers. They loved it! As a result, she land-

ed her � rst order that included her handmade food 

items. With her grandmother’s help, she � lled the 

order on time and to the customer’s satisfaction. 

Later, after analyzing the cost of her materials, Eva 

discovered that she lost money instead of making 

a pro� t. In her desire to get the order, she had 

made the price too low. Eva promised herself that, 

in the future, she would pay closer attention to 

her costs and make sure she made a pro� t!

A Business Is Born!
In her college course, Eva learned about differ-

ent business structures. She made a chart that 

compared the advantages and disadvantages of 

each. She decided to set up her part-time service 

business as a sole proprietorship. It seemed like 

the simplest and least expensive way to operate 

for the time being. She named her business “Eva’s 

Entertainment Services,” � lled out the necessary 

forms, and obtained a tax I.D. number.

Eva’s Entertainment Services was off and 

running!

1. Applying Concepts. How would you have increased your knowledge about event planning if you were 

in high school, like Eva?

2. Analyzing Information. It costs Eva $40 in materials to make a table centerpiece. It takes her half an 

hour to make the centerpiece. She charges her client $50 for it. What would you charge? Why?

3. Drawing Conclusions. If you were Eva, would you have set up the company as a sole proprietorship?

Business Plan for the Case Study
Because developing a business plan is a critical skill for this course, Eva Tan’s initial Business Plan is 
provided after Unit 3. You get a chance to see what a business plan looks like. 
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4.3 Outside Experts
Eva’s Edibles will use outside services for legal and accounting/tax needs. In addition, Eva will seek the mentorship of colleagues who are also members of USPCA.

4.4 Training and Motivating EmployeesEva Tan plans to take a USPCA course on growing a personal chef business after the company’s first year of operation. The first year will be very strenuous. The company plans to devote at least one day of every weekend to cooking for clients.
In case of illness, the company has entered into a reciprocal agreement with James Martin, a per-sonal chef in Columbus, who will prepare dinners for Eva’s Edibles clients on short notice.

5. LEGAL STRUCTURES

5.1 Intellectual Property
The company has started the process of trademarking “Eva’s Edibles” as a brand name. Eva will also copyright her brochures and all printed materials.

5.2 Contracts
Eva’s Edibles will have a written contract with each of its clients that will specify the dates on which the service will be performed, the menus chosen by the client, and any dietary requirements. The contract will also set out provisions for the cancellation of services by either party.

5.3 Insurance
USPCA liability insurance costs $600 annually for members. It is a standard general-liability policy with clauses that cover food products, personal injury, advertising injury, and property damage. The company will also pay for automobile insurance for Eva Tan.

5.4 Taxes
Eva’s Edibles will pay self-employment tax and collect sales tax. Workers’ Compensation will be made available should three or more full-time employees be hired.

5.5 Government Regulations
Currently, there are no government regulations concerning a personal chef cooking in a client’s home. In the future, if the company leases a commercial kitchen, Eva Tan will investigate all appropriate license and inspection protocols.

See Section 15.1, pages 405–415. 

See Section 15.2, pages 416–426.

See Section 16.1, pages 433–442.

See Section 16.1, pages 433–442.

See Section 16.2, pages 443–452.

See Section 17.1, pages 459–470.

See Section 17.2, pages 471–480.

3.6 Financial Ratios
Return on Sales (ROS): Eva’s Edibles projects a return on sales of approximately 12.5% (Net Profit ÷ Total Sales) x 100 = Return on Sales. Thus, ($10,242 ÷ $81,900) x 100 = 12.51% Return on Sales.Return on Investment (ROI): Eva’s beginning equity of $5,000 in the business (shown as Shareholder’s Equity on the balance sheet) represents her initial investment in the company. Eva’s Edibles projects a first year net profit of $10,242. So Eva’s Edibles projects a return on investment of approximately 204.8%. (Net Profit ÷ Initial Investment) x 100 = Return on Investment. Thus, ($10,242 ÷ $5,000) x 100 = 204.84% Return on Investment.

3.7 Break-Even Point
Eva’s unit of sale is a 5-dinner plan (one day of cooking), for which the company charges $325. Eva’s cost for labor and materials for a day of cooking is $250. Her other variable costs are $4 per unit, so her total variable costs per unit are $254. The resulting contribution margin per unit is $71 ($325 – $254 = $71).

Eva’s Total Variable Expenses are $19,908 (COSS of $18,900 + Other Variable Costs of $1,008). (The other variable cost was gas at $4 per day for 252 days.) Fixed Operating Expenses, which don’t include the variable expense for gas, are $5,842 ($6,850 - $1,008 = $5,842). This means that Eva’s Edible will break even after approximately 82 days of cooking ($5,842 ÷ $71 = 82.28 days to break even).

3.8 Financing Strategy
Start-Up Investment: Eva Tan will invest $5,000 of her own money in the company. This is her beginning equity in the company.
Reserve for Fixed Expenses: The company will establish a reserve for fixed expenses of $2,012. This is enough to cover the company’s operating expenses for three months (Total Operating Expenses ÷ 12) x 3. Thus, ($8,050 ÷ 12) x 3 = $2,012.
Start-Up Expenditures & Emergency Fund: The company will use the remaining portion of the start-up investment, $2,988, to cover start-up expenditures, which are expected to be approximately $2,000, and to establish an emergency fund of $1,000.

3.9 Recordkeeping & Accounting SystemsEva’s Edibles will use the latest version of QuickBooks accounting software. Offsite backups of the business accounts and records will automatically be made every day.

4. ORGANIZATIONAL STRUCTURES

4.1 Organizational Structure
Eva’s Edibles will be operated solely by Eva Tan, who will perform all shopping, cooking, and sales functions in the business. Her title will be President.

4.2 Staffing
Eva Tan will be the only person employed full-time by Eva’s Edibles during the first year. If sales increase as projected, it may become necessary to hire part-time assistance in the second year. As the business grows, Eva’s Edibles anticipates offering internships to local culinary college students.

See Section 12.1, pages 321–332.

See Section 12.2, pages 333–336.

See Section 13.1 & 13.2, pages 347–364.

See Section 14.1 & 14.2, pages 371–398.

See Section 15.1, pages 405–415. 

See Section 15.1, pages 405–415. 

This continuing case study tells 
the story of Eva Tan as she starts 
a new business and grows it 
over the course of eight years.

Continuing Case Study

The What Would You Have 
Done? activity asks you to put 
yourself in Eva’s position. You 
are asked to think about what 
Eva Tan did in the case study 
and then consider whether you 
would have done what she did.

What Would You Have Done?

Eva’s business plan is color coor-
dinated to show the relation to the 
various parts of the business plan 
summary and the business plan 
symbol. These pages, for exam-
ple, relate to the Financial Strate-
gies part of the standard business 
plan and to the Organizational 
Structures and Legal Structures 
from the advanced business plan.

Color Coordinated



Dear Student,

This course has been designed to teach you everything you will need to know 
to start and maintain your own small business. We hope that what you learn here 
will help you achieve financial independence and personal satisfaction. Knowing 
how business works will be of great value in any future career path you may take.

Learning the principles of entrepreneurship will teach you about more than 
just business and money, however. In this textbook, you will learn, among other 
things, how to negotiate, calculate return on investment, perform cost/benefit 
analysis, and keep track of your income and expenses. These skills will apply to 
your personal as well as your business life. Even if you don’t become a lifelong 
entrepreneur, learning how to start and operate a small business will give you an 
understanding of the business world that will make it much easier for you to get 
jobs and create a fulfilling career for yourself, and thus “own your future.”

The characteristics of the successful entrepreneur—a positive mental attitude, 
the ability to recognize opportunities where others only see problems, and open-
ness to creative solutions—are qualities worth developing. They will help you 
perform better in any situation life throws at you.

Owning your future will be the key to happiness. You can do so much good 
for your family, friends, and community by being aware of the opportunities and 
resources around you. Entrepreneurship is a way to do that—to make your dreams 
come true and help support the goals of those you care about.

What you learn from this course can help you make good personal decisions 
for the future. NFTE is here to support you. I hope you will visit our Website for 
NFTE graduates—http://alumni.nfte.com. Good luck!

Sincerely yours,

Steve Mariotti
Founder, NFTE

xxvi  To the Student



BEFORE YOU BEGIN…
Here are some thoughts for you to consider. Thoughts are the foundation 
for everything you create—your education, your business, and, ultimately, 
your life.

The secret of success in life is for a man to 
be ready for his opportunity when it comes.

– Benjamin Disraeli
If I had eight hours to chop down a 
tree, I’d spend six sharpening my ax.

– Abraham Lincoln
When there’s nothing to lose and 
much to gain by trying, try.

– W. Clement Stone
What really matters is what you 
do with what you have.

– Shirley Lord
You must do the thing you 
think you cannot do.

– Eleanor Roosevelt
You are equal to anyone, but if you 
think you’re not, you’re not.

– Jake Simmons
Everyone lives by selling something.

– Robert Louis Stevenson
All businesses were launched by 
entrepreneurs, and all were once small.

– Nat Shulman
Many a small thing has been made 
large by the right kind of advertising.

– Mark Twain
You don’t get what you deserve, 
you get what you negotiate.

– Chester L. Karrass
Your most unhappy customers are 
your greatest source of learning.

– Bill Gates
In the midst of difficulty lies opportunity.

– Albert Einstein
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In This Unit:
1. Introduction to 

Entrepreneurship
2. Entrepreneurship 

& the Economy
3. Types of Business & 

Business Ownership

WHAT IS AN 
ENTREPRENEUR?

YOUR BUSINESS PLAN
In this unit, you’ll focus on the 
Business Idea section of the 
business plan and answer these 
 questions:

• What skills do I have to start 
this business?

• What factors will in� uence 
the demand for my product 
or service?

• What type of business will I 
start?

• What type of business own-
ership is right for me?

Growth

M
an

ag
em

en
t

Legal

Organization

Growth

M
an

ag
em

en
t

M
an

ag
em

en
t

Idea
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1UNIT
Refer students to 
pages 144 and 145 for 
a complete summary 
of the sections of the 
business plan they will 
be developing in this 
course.



12

maintain a high level of quality if busi-
ness grows.

Working Together
Form a panel of 6 to 8 students. Take a 
survey of the class before the discussion 
to see whether students feel the rewards 
outweigh the risks. Students not on the 
panel can participate by asking questions 
or commenting on the points made. 
Keep the discussion from getting off 
track or too emotionally heated. After 
the discussion, take a survey again to see 
if anyone’s position changed.

Science: Conserving Natural 
Resources
Answers will vary. Some examples are: 
Entrepreneurs can provide customers 
with a choice of receiving e-mail notices 
rather than printing and mailing flyers 
and catalogs, or they can allow employees 
to work from home one or two days per 
week to save on gasoline. Employees can 
store their business e-mails electronically 
instead of printing them on paper, turn 
off electrical machines when not in use, or 
organize car pools with other employees.

Section 1.1
What is 
Entrepreneurship

Reading Checkpoint
A green company is one that 
adopts business practices 
aimed at protecting or im-
proving the environment.

Business Plan 
Project
You can now assign “Sec-
tion 1.1” of the Business Plan 
Project in the Student Activity 
Workbook or “Section 1.1” of 
the BizTech Software.

Assess
Reviewing Objectives
1. Entrepreneurs work for 

themselves, employees work 
for someone else; entrepre-
neurs risk more than em-
ployees but may also benefit 
more.

2. Rewards are: making your 
own rules, doing work you 
enjoy, helping your com-
munity, creating wealth. 
Risks are: potential failure, 
obstacles, financial insecu-
rity, long hours/hard work.

3. Answers will vary. You can 
allow students to cite ex-
amples from sources other 
than this textbook.

Extend
Critical Thinking
4. Answers will vary. The goal 

is to recognize risks and 
rewards.

5. Answers will vary. Possible 
considerations: enough 
money is being made to 
support his/her family; 
prefers intimacy of a small 
business; stress from a 
larger business; inability to 
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made from corn and potato starch that can withstand boiling water. 
Another example of a green company is SELCO-India. It provides 
solar-powered lighting to mostly rural areas in India and other devel-
oping countries.

Today, entrepreneurs operate all types of businesses. They are will-
ing to take risks because they hope for great rewards. In the process, 
they help make life better for many people with the products, services, 
and jobs they provide.

What is a green company?

Your Business Plan. Begin developing your standard business plan. 
Go to Section 1.1 of the Business Plan Project in your Study Guide, or 
Section 1.1 in BizTech.

Reviewing Objectives
1. How do entrepreneurs and employees diff er?
2. What are four rewards and four risks of being 

an entrepreneur?
3. Name three successful entrepreneurs and 

describe what they achieved.

Critical Thinking
. Applying Concepts. Choose an entrepreneur 

from the past who is not discussed in this 
chapter, and describe the risks and rewards 
involved in starting his or her business. 
Discuss whether the entrepreneur made life 
better in some way with a product or service.

. Inferring. Why do you think an entrepreneur 
might choose to keep a business small rather 
than expand it?

Working Together
Form a discussion panel to debate whether the 
rewards of entrepreneurship outweigh the risks. 
Half of the panel should focus on the rewards of 
entrepreneurship and the other half on the risks.

ASSESSMENT 1.1

Conserving Natural Resources
Some natural resources, such as oil and 
water, are becoming harder and harder to 
obtain in many parts of the world. Trees 
are being cut down faster than people can 
plant and grow new ones. Use the Internet 
to research ways that entrepreneurs, and 
the employees that work for them, can help 
conserve our natural resources. Present your 
findings in a report.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience
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Section 1.2
Characteristics of 
an Entrepreneur

Discuss the implications of 
this proverb. The proverb is 
sometimes attributed to Frank 
Outlaw on the Internet; how-
ever, there doesn’t seem to be 
any corroborating evidence for 
this attribution. Most credible 
Internet sources suggest this is 
an interpretation of a Chinese 
proverb.

Figure 1-3
Answers will vary. Be sensi-
tive in asking students to share 
this type of self-assessment. 
Some may be embarrassed 
by sharing this kind of infor-
mation. This is completely 
understandable.

2. Present your product to the class. 
Include the name of the product, its 
features and benefits, and a profile 
of its customers (age, gender, needs, 
interests, and so on).

Evaluation
1. Assess students’ understanding of the 

objective.

2. Evaluate the types of products they 
create.

3. Listen to the rationales for developing 
the products.

ExpEriEntial ExErcisE:

product innovation Game
Objective
To create a product from materials 
distributed by you. The emphasis is on 
creativity.

Materials
Household items, arts and crafts supplies 
(examples: cotton swabs, cotton balls, 
pipe cleaners, glue, tape, string, plastic 
cups, paper plates).

teacher preparation
1. Divide students into small groups.

2. Give each group a set of materials. All 
sets should be identical.

3. Assign 20 minutes for product cre-
ation and 1 minute for each group’s 
presentation.

student instructions
1. Use your assigned materials to create 

a new product. You can create a “real” 
product or a “fantasy” product. Be 
creative.

Section 1.2
Characteristics of 
an Entrepreneur

reading checkpoint
Research shows that the 
number of women and minor-
ity entrepreneurs has steadily 
increased.

Aptitudes and Attitudes
Ask students to suggest some 
practical ways to help keep a 
positive attitude. These could 
include talking in a posi-
tive manner, spending time 
with positive people, reading 
positive materials, watching 
positive movies, and hanging 
posters with positive sayings 
on the walls of their rooms.
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Personal Characteristics
No one is born with all the characteris-
tics needed to be a successful entrepre-
neur. But if you keep a positive attitude 
and believe in yourself, you can develop 
many of them. In the following list, notice 
the personality traits you already possess. 
Then focus on the ones you think you 
need to develop.

 ⦁ Courage: A willingness to take 
risks in spite of possible losses.

 ⦁ Creativity: Inventing new ways of doing things; thinking outside 
the box.

 ⦁ Curiosity: The desire to learn and ask questions.

 ⦁ Determination: Refusing to quit in spite of obstacles.

 ⦁ Discipline: The ability to stay focused and follow a schedule to 
meet deadlines.

 ⦁ Empathy: Being sensitive to the thoughts and feelings of others.

 ⦁ Enthusiasm: Being passionate about something; the ability to 
see problems as opportunities.

◀  Figure 1-3

Enthusiasm
Being enthusiastic is helpful in 
business.
Drawing Conclusions. Which 
personality traits do you have? 
Which do you need to develop?

Watch your thoughts — they become words.

Watch your words — they become actions.

Watch your actions — they become habits.

Watch your habits — they become character.

Watch your character — it becomes your destiny.

 ▲ Based on a Chinese proverb

14  Chapter 1

According to research by the Small Business Administration, the num-
ber of women and minority entrepreneurs in the United States has 
steadily increased in recent years. Studies show that minority-owned 
businesses went from 7 percent of the total to 18 percent between 
1982 and 2002. Businesses owned by women also increased, from 
1.76 million to 3.75 million between 1976 and 2000.

Based on the survey, you can say this about American entrepreneurs: 
many work from home, invest their own money, are educated, and are 
men and women of all ages and nationalities—and they work hard.

What does research show about the number of women and 
minority entrepreneurs in recent years?

Characteristics of Successful 
Entrepreneurs
 Self-assessment—evaluating your strengths and weaknesses—is an 
important part of becoming an entrepreneur. Self-assessment helps you 
maximize your strong points and strengthen your weaker ones. The key 
thing to remember is that everybody has strengths and weaknesses. It’s 
what you do with what you have that counts. Also, entrepreneurs who 
are self-aware are able to focus on hiring employees with characteristics 
that complement their own.

Aptitudes and Attitudes
An  aptitude is a natural ability to do a particular type of work or 
activity well. For example, you may find math very easy, or you may 
naturally be good at sports. Aptitudes can sometimes be developed 
through hard work.

An  attitude is a way of viewing or thinking about something that 
affects how you feel about it. Entrepreneurs tend to be people with 
positive attitudes. Instead of seeing a situation as a problem, they look 
at it as an opportunity. This helps them find solutions more easily than 
people who think negatively.

Think about your own experience. Positive thinking and talk-
ing tends to make you feel happier and have more energy. You feel 
motivated to take steps toward accomplishing your goals. In contrast, 
negative thinking and talking tends to make you feel less happy and 
reduce your energy. You will be much less likely to take action to solve 
a problem.

Even though you didn’t get to choose which aptitudes you’d inherit, 
you do have the power to choose your attitude. An entrepreneur needs 
to have self-esteem. Entrepreneurs need to view themselves in a positive 
way. A positive attitude can make the difference between failure and 
success. Someone with a strong aptitude but a negative attitude will prob-
ably achieve less than someone who has less natural ability but a positive 
attitude. Throughout history, entrepreneurs have proved that thoughts 
have power. But only you can ultimately decide who you will become.

Minority-Owned 
Businesses

1982

7%

18%

2002
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Chapter 1
Introduction to 
Entrepreneurship

EntrEprEnEur Profile

Learning How to Run a 
Business
Robert was able to transfer 
his skills as an entrepreneur 
to getting into an Ivy League 
college and going on to major 
successes in his working ca-
reer. Gaining confidence and 
being creative are two entre-
preneurial skills that can help 
in every aspect of business. 
Discuss how these and other 
skills students can get from 
being entrepreneurs will help 
in later life.

Thinking Like an 
Entrepreneur

1. Answers will vary. Make 
sure students consider not 
only something that ap-
peals to them, but also its 
being a business that will 
sustain them, allowing 
them to make an adequate 
income.

2. Answers will vary. Ask if 
any members of the class 
are familiar with this occu-
pation. Robert knew music, 
but he also worked dili-
gently to create contracts, 
business cards, and so on. 
He was organized and fo-
cused. Other skills included 
the ability to listen, ob-
serve, and analyze problems 
so he could discover prod-
ucts or services that could 
fill a need.

3. Answers will vary. Point 
to the last paragraph as a 
demonstration that entre-
preneurial skills seemed to 
have helped Robert in other 
aspects of his life. 

Working Together
The Occupational Outlook Handbook is 
published and revised every two years by 
the U.S. Department of Labor’s Bureau 
of Labor Statistics. Remind students that 
they work together to compare and to 
contrast the two career areas. Make sure 
the students work equally hard on the 
research and report. Point out that they 
will receive a grade for their work.

Language Arts: Mentor Role-
Playing
You may wish to help students complete 
this activity by providing a few sample 
lesson plans that you or other teachers 
have used in the past. Preferably, these 
lesson plan samples should be based on 
subject material other than entrepreneur-
ship to encourage students to be more 
creative in their writing. Make sure stu-
dents understand they are only teaching 
about the concept of entrepreneurship, 
not about how to start a business.

 ▲ Robert Reffkin
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ENTREPRENEUR PROFILE

Entrepreneurial Skills for 
Whatever You Do
When Robert Reff kin was 11 years old, he realized that 
his mother was struggling fi nancially as a single par-
ent. “I knew that I wanted to earn money to help her 
out. For the next three years I thought about how to 
do that.” When he saw a DJ at work at a party, Robert 
thought being a DJ might be a good way for him to 
earn money so he could help his mother. “I learned 
from the DJ that he made good money, had fun, and 
had a lot of independence,” said Robert. “I love music 
so I decided to become a DJ.”

Becoming a DJ
For the next three years, Robert saved up every dollar 
he could. When he had enough money, he bought the 
minimal amount of equipment it took to be a DJ and 
started his business. “I created professional contracts, 
a music list, a request list, and some business cards. 
Finally, I bought the equipment, started to advertise, 
and I got my fi rst job that summer. It was a small house 
party that only paid $50, but people liked my work and 
referred me to their friends. I was on my way!”

Robert worked at school dances, homecomings, bar 
mitzvahs, weddings, NAACP parties, and Black Student 
Union dances. He also organized his own events. Being 
a DJ was a physically and emotionally tiring job and 
combining it with school left him exhausted.

Learning How to Run a Business
In high school, Robert took an entrepreneurship course 
in which he learned some critical business and profes-
sional skills he didn’t have. He developed a business 
plan, which won a $500 grant that he invested in his 
business. Robert’s success in business gave him the 
confi dence to pursue bigger dreams, even though 
many people discouraged him. For example, when his 
high school counselor said he wouldn’t be admitted to 
Columbia University, Robert decided to apply.

Making His Skills Part of His Life
In the course of applying to Columbia, Robert used 
everything he had learned in his entrepreneurship 
course and from running his own business. He inter-
acted with the university’s admissions offi  cers with the 

same level of professionalism he employed with his 
clients. He gave them his business card, sent them his 
résumé, wrote them thank-you letters, and followed 
up on major developments in his life. Robert believes 
that “this lent credibility to my application” and led 
to being accepted at Columbia. He received a partial 
scholarship and was able to help pay for the rest of 
his college education with the money he had earned 
from his DJ business.

Robert’s entrepreneurial skills and successful DJ 
business gave him the “extraordinary confi dence and 
the entrepreneurial belief that anything is possible.” He 
graduated from Columbia in 2 ½   years and went on to 
become a consultant at McKinsey & Co., get his MBA 
at Columbia, and become a White House Fellow and 
then a Wall Street investment banker.

Thinking Like an Entrepreneur
1. Robert picked a business that appealed to his love 

of music and also one that would pay well. How 
would you decide on a business opportunity?

2. What entrepreneurial skills do you think would be 
necessary to start a DJ business?

3. Robert believes that entrepreneurship will 
help you in other aspects of your life. What do 
 you think?
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Think about the following question:

Have you ever considered starting your own business?

Write your answer (yes or no) on a piece of paper. Be prepared to discuss your 
answer in class. If you answered “yes,” think about what kind of business 
you’d like  to create.

What Is an Entrepreneur?
Most of us earn a living by working in a  business. A business is 
an organization that provides products or services, usually to make 
money. A person who works in a business owned by someone else 
is an  employee of that business. On the other hand, someone who 
creates and runs a business is called an  entrepreneur (on-tra-prih-
NER). To be  entrepreneurial (on-tra-prih-NER-ee-uhl) means to 
think or act like an entrepreneur.

How Employees and Entrepreneurs Diff er
When an entrepreneur starts a new business, risk is involved. Risk is 
the chance of losing something. An entrepreneur makes an invest-
ment of money, time, and energy in the hope of receiving greater 
rewards, or benefits. The saying “Nothing ventured, nothing 
gained” relates to this concept.

Because employees work for someone else and entrepreneurs 
work for themselves, entrepreneurs risk more than employees. 
Employees may risk losing a job if they do not perform their work 
well, but they are paid for their work. Entrepreneurs risk not being 
able to pay their employees or themselves if business is “slow.”

What Is 
Entrepreneurship?1.1

OBJECTIVES

 ⦁ Define what it means to be an entrepreneur
 ⦁ Compare the pros and cons of being an entrepreneur
 ⦁ Identify successful entrepreneurs and their achievements

VOCABULARY

 ⦁ apprenticeship

 ⦁ business

 ⦁ employee

 ⦁ entrepreneur

 ⦁ entrepreneurial

 ⦁ entrepreneurship

 ⦁ green company

 ⦁ internship



▼  Figure 1-1

Internship
Working as an intern or apprentice 
provides practical experience for 
students.
Predicting. What kinds of useful 
business knowledge might you learn 
through an internship?
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The rewards employees and entrepreneurs get from their work can 
also be different. A reward can involve money, but it also might be per-
sonal satisfaction or independence. As business owners, entrepreneurs 
are in control of the money made by the business. They also have the 
final say in all business decisions. As a result, entrepreneurs are ultimately 
responsible for the success or failure of their businesses.

For example, Carla Hernandez started a fruit smoothie shop. She 
invested money, time, and effort to start the business. One of her employ-
ees created a new smoothie that Carla put on the menu. By doing so, 
Carla risked the money spent on ingredients and she risked a drop in sales 
if customers didn’t like the new item. But it was a hit. Sales increased. 
Her employee received a small raise as a reward, but Carla was the one 
who benefited the most because she owned the business.

Big Business versus Small Business
When people think of business, they tend to focus on large companies 
such as Ford, Microsoft, and Nike. In reality, more businesses are con-
sidered small than big. Small firms employ about half of the U.S. private 
work force, and they create around 64 percent of all new jobs. The Small 
Business Administration (SBA), an agency of the U.S. government that 
provides aid and advice to small businesses, defines a small business as 
having fewer than 100 employees (fewer than 500 employees in the case 
of manufacturing companies).

According to the SBA, over 600,000 new businesses are started in 
the United States every year—and about 500,000 close. Even though 
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most businesses begin small, they obviously don’t all stay that way. An 
entrepreneur’s goals affect how large a business becomes. For example, 
suppose someone starts a neighborhood restaurant. The entrepreneur 
may not want to expand the business to include more than one restaurant 
if personal and financial needs are being met. Not everyone is interested 
in increasing the size of the business.

In other cases, a business may become so successful that it grows 
beyond the wildest expectations of its owners. That is exactly what hap-
pened to Whole Foods Market, Inc. It started in 1980 as one small store 
in Austin, Texas. Four businesspeople decided the natural food industry 
was ready for a supermarket format. And they were right! Beginning 
with a staff of 19, Whole Foods Market was an immediate success. Now 
Whole Foods Market is the world’s leader in natural and organic foods, 
with more than 270 stores in North America and the United Kingdom 
and over 54,000 employees worldwide.

One way you can gain a sense of what business is like is by investi-
gating an  internship. These work programs provide practical, on-the-
job training in a business setting. Another word for an internship is  an 
apprenticeship. In some apprenticeships, a technical or trade skill is 
taught, such as carpentry or plumbing. Internships and apprenticeships 
are usually short-term programs that can last from a few weeks to a year. 
During this time, an apprentice may or may not be paid. Even so, the 
experience gained is helpful for either an employee or an entrepreneur.

What is an entrepreneur?

Why Be an Entrepreneur?
You might think of many reasons to start your own business. Before 
doing so, however, it’s a good idea to consider the pros and cons of being 
an entrepreneur. The key is evaluating whether the potential rewards 
are worth more to you than the risks you will take.

Rewards of Being an Entrepreneur
You may think most people become entrepreneurs to make money. 
After all, making a good living allows people to provide for their needs 
and wants instead of depending on others. But more often the biggest 
reward of becoming an entrepreneur is the feeling of self-sufficiency it 
brings. Often there is a personal satisfaction that comes from having the 
freedom to make your own business decisions and then act on them. 
Additionally, you can display your aptitudes and skills for your family 
and friends to see. Here are some additional advantages of being an 
entrepreneur:

 ⦁ Making Your Own Rules. When you own a business, you 
get to be your own boss. Depending on your business, you can 
decide what type of schedule you work, where you work, and 
how and when you get paid. You also have the final word on 
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which products or services the business provides and how they 
are provided. For example, when you have a creative idea, you 
have the power to put that idea into action.

Figure 1-2 ▶

Making Your Own Rules
When you own a business, you are 
your own boss.
Applying Concepts. What do 
you think the advantages of being 
your own boss would be? The  
disadvantages?

 ⦁ Doing Work You Enjoy. The majority of most peoples’ lives is 
spent working. Why not spend that time doing something you 
enjoy? People tend to stay more focused and motivated when they 
are passionate about their work. This helps a business succeed.

 ⦁ Creating Greater Wealth. Typically, employees can only make 
the salary a company is willing to pay. However, there’s no limit 
to what an entrepreneur can make. Entrepreneurs can also do 
more than just make a living from their yearly business earnings. 
A successful business, particularly one that keeps growing, can 
often be sold for much more than the amount that was invested 
in it.

 ⦁ Helping Your Community. Being an entrepreneur opens up 
opportunities that help make your community and world a bet-
ter place in which to live. For example, entrepreneurs help oth-
ers by providing products or services needed by the community. 
They also create jobs. Entrepreneurs often gain personal satisfac-
tion and community recognition from the time and money they 
donate to worthy causes.

Risks of Being an Entrepreneur
Business ownership is not without risks. Here are some potentially stress-
ful disadvantages that usually come with being an entrepreneur:

 ⦁ Potential Business Failure. The flip side of getting to make 
all the business decisions is the possibility of making the wrong 
ones. Being fully responsible means the success or failure of your 
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business rests on you. The time and money you invest in starting 
and running a business just might not pay off.

⦁ Unexpected Obstacles. Problems can happen that you don’t 
expect. This can be discouraging and frustrating unless you 
choose to keep a positive attitude. Facing these challenges can get 
scary and lonely, especially if you don’t have the emotional sup-
port of family and friends.

⦁ Financial Insecurity. The amount of money you can pay your-
self may go up or down, depending on how well your business is 
performing. Many new businesses don’t make much money in the 
beginning, so you may not always be able to pay yourself. During 
rough times, you may even have to put more money into the 
business just to pay your employees.

⦁ Long Hours and Hard Work. It’s not unusual for entrepreneurs 
to work a lot of extra hours to make their businesses successful. This 
is especially true during the initial start-up process. These long hours 
can decrease the time you have available for your friends and family. 
Until you can afford to hire other people to help, you may have to 
perform many types of tasks. This will require discipline and a will-
ingness to do whatever needs to be done.

What are the risks and the rewards of being an 
entrepreneur?

Most people who fi nd something they love want to 
keep doing it. Why should it be any diff erent with 
entrepreneurs? A growing percentage of people who 
start successful businesses do it again. And again. This 
is called serial entrepreneurship. These serial entrepre-
neurs take the lessons learned from their fi rst busi-
nesses and apply them to new businesses.

For several reasons, serial entrepreneurship is more 
common now than in the past. First, companies—par-
ticularly technology companies—develop and mature 
more quickly now and can be sold while the founders 
are still young. Second, resources for growing a com-
pany are more easily available because of the Internet 
and the concentration of new businesses in certain 
geographic areas, such as Silicon Valley in California. 
With customers only a click away, many new busi-
nesses can become wildly profi table in just a few years.

Serial entrepreneurs report that they are not driven 
by the desire for money so much as the impulse to 
 innovate and to challenge themselves. There are 
resources specifi cally designed to help entrepreneurs 
who want to start not one, not two, but several suc-
cessful businesses. 

THINKING CRITICALLY
Comparing/Contrasting. Take some time to think 
about the diff erences and similarities between a serial 
entrepreneur and an entrepreneur who sticks to one 
business. Write down two similarities and two diff er-
ences these people might have.

For more information on serial entrepreneurship, go 
to “Entrepreneurship Issues” on the Student Center 
at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Serial Entrepreneurship
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Entrepreneurship in History
Entrepreneurship (on-trah-prih-NER-ship), the process of being an 
entrepreneur, is more than just learning how to run a business. It can 
affect the economy, your community, and ultimately the world in which 
we live. Here is a brief list of examples of entrepreneurs who have changed 
the world in one way or another.

The 1800s
 ⦁ At 12, Thomas Edison already showed signs of being an entre-
preneur. He was selling newspapers, candy, and snacks at the 
local railroad station. By 14 he had his own newspaper busi-
ness. Gathering the daily news releases that were teletyped into 
the station, he pulled out the “scoops” and convinced over 
300 commuters to subscribe to his paper, which he called the 

Weekly Herald. One of the most prolific inventors in history 
and holding over 1000 patents, Edison is credited with 

numerous inventions that contributed to mass commu-
nication. One of his inventions was the phonograph. 
Edison’s greatest achievement, however, was creating 
a practical and economical system to generate and 

distribute  electric light, heat, and power. That, and the 
light bulb, changed the world forever.

 ⦁ P.T. Barnum was 60 years old when his circus staged its first 
show. The circus generated $400,000 in sales in the first year. 
Later, it became known as the “Greatest Show on Earth” and 
still tours all over the United States.

The 1900s
 ⦁ In 1903, two friends—William Harley and Arthur Davidson—
wanted to improve on the two-wheeled bicycle, and the motor-
cycle was born. Harley-Davidson was one of only two manufactur-
ers to stay afloat during the Depression of the 1930s. Now it has 
out ridden its competition to become the world’s largest manufac-
turer of motorcycles, with revenues of over $41 million annually.

 ⦁ Maggie Lena Walker was a staunch advocate of human rights, 
humanitarian causes, self-sufficiency, and race relations. With 
the philosophy of turning “nickels into dollars,” she became the 
first woman to charter a bank in the United States. Her bank, 
the St. Luke Penny Savings Bank, opened in 1903 with receipts 
totaling $9,430.44. Today it has assets of over $116 million. Now 
known as the Consolidated Bank and Trust Company, Walker’s 
bank is the oldest continuously operating minority-owned bank 
in the United States. Actively committed to its philosophy, Walker 
remained its chairperson until her death. Among her many honors, 
she was inducted into the U.S. Business Hall of Fame, a school was 
built in her honor, and her home is designated as a historic site.

 ▲ Early Edison 
phonograph
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Present
 ⦁ In Sweden, Ingvar Kamprad learned at an early age how to 
make money from available resources. By buying matches in 
bulk at a low price, he could sell them in smaller quantities at a 
higher price. He invested the money he made in this and other 
small business ventures. When Kamprad was 17, he founded 
IKEA, a furniture business. Today, IKEA has expanded to 300 
stores in over 35 countries—and Ingvar Kamprad has become 
one of the ten wealthiest people in the world.

 ⦁ Who can imagine a world without computers? In 1976, Stephen 
Wozniak and Steve Jobs started a company with the goal of 
bringing personal computers to everyone. To help pay for their 
venture, they sold some of their personal possessions for a total 
of $1,300. Weeks later, the first Apple computers were sold. In 
1980, Apple went public and made Wozniak and Jobs multi-
millionaires. Today, Apple sells such popular devices as the iPod 
and the iPhone.

 ⦁ When Russell Simmons was a young man, he turned his passion 
for hip-hop into a venture that is now worth millions. His Def 
Jam Recordings launched a cultural revolution and his vision 
impacted music, fashion, film, television, and social action. 
Named one of the Top 25 Most Influential People of the Past 
20 Years by USA Today, Simmons started a movement that 
not only created wealth but also changed America’s under-
standing of African-American culture.

 ⦁ In 1995, Dineh Mohajer wanted some light-blue nail pol-
ish to match her sandals. She decided to combine different 
polishes in her bathroom to get the color she wanted. When she 
wore her custom nail polish, lots of people noticed—and she 
began taking orders as a result. Within two years her company, 
called Hard Candy, had sales of $10 million and was producing 
dozens of fancy colors.

Today’s Entrepreneurs
As in the past, present-day entrepreneurs pay attention to social trends 
to attract customers. To be successful in today’s business world, most 
entrepreneurs use the Internet in some way. In fact, more and more 
companies are making the Internet their primary business resource. 
Amazon.com is a good example, doing its business entirely on the Inter-
net. Typically, these companies use an electronic address that ends in 
“com” and are sometimes referred to as dot-com companies.

Another contemporary trend is running a business in ways that 
are friendly to the environment. A green company is one that adopts 
business practices aimed at protecting or improving the environment. 
For instance, Excellent Packaging & Supply distributes products made 
from “green” resources. One of these products is SpudWare, utensils 

 ▲ Apple’s iPod



12  Chapter 1

made from corn and potato starch that can withstand boiling water. 
Another example of a green company is SELCO-India. It provides 
solar-powered lighting to mostly rural areas in India and other devel-
oping countries.

Today, entrepreneurs operate all types of businesses. They are will-
ing to take risks because they hope for great rewards. In the process, 
they help make life better for many people with the products, services, 
and jobs they provide.

What is a green company?

Your Business Plan. Begin developing your standard business plan. 
Go to Section 1.1 of the Business Plan Project in your Study Guide, or 
Section 1.1 in BizTech.

Reviewing Objectives
1. How do entrepreneurs and employees diff er?
2. What are four rewards and four risks of being 

an entrepreneur?
3. Name three successful entrepreneurs and 

describe what they achieved.

Critical Thinking
. Applying Concepts. Choose an entrepreneur 

from the past who is not discussed in this 
chapter, and describe the risks and rewards 
involved in starting his or her business. 
Discuss whether the entrepreneur made life 
better in some way with a product or service.

. Inferring. Why do you think an entrepreneur 
might choose to keep a business small rather 
than expand it?

Working Together
Form a discussion panel to debate whether the 
rewards of entrepreneurship outweigh the risks. 
Half of the panel should focus on the rewards of 
entrepreneurship and the other half on the risks.

ASSESSMENT 1.1

Conserving Natural Resources
Some natural resources, such as oil and 
water, are becoming harder and harder to 
obtain in many parts of the world. Trees 
are being cut down faster than people can 
plant and grow new ones. Use the Internet 
to research ways that entrepreneurs, and 
the employees that work for them, can help 
conserve our natural resources. Present your 
findings in a report.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience
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Think about the following question:

What kinds of abilities are needed to run a business?

List at least fi ve. Be as specifi c as you can. Be prepared to discuss your 
answers in class.

Who Are Entrepreneurs?
Periodically, the United States Census Bureau conducts a survey 
of business owners, many of whom are entrepreneurs. The most 
recent survey received feedback from an estimated 16.7 million 
businesses nationwide. Here are some highlights:

⦁ Sixty-four percent of the business owners had some college 
education when they started the business.

⦁ More than 60 percent of the business owners used money 
of their own, or from their families, to start or buy the 
business.

⦁ Slightly more than half of the business owners who had 
employees worked overtime (that is, the business owners 
worked more than 40 hours per week). About half of the 
businesses were home-based.

⦁ About a third of the business owners were over 55 years 
old, 29 percent were between 45 and 54, 24 percent were 
between 35 and 44, 12 percent were between 25 and 34, 
and 2 percent were under 25.

Characteristics of 
an Entrepreneur1.2

OBJECTIVES

 ⦁ Describe who becomes an entrepreneur
 ⦁ List the key characteristics of an entrepreneur
 ⦁ Explore ways to build your business potential
 ⦁ Explain the value of learning about entrepreneurship

VOCABULARY

 ⦁ aptitude

 ⦁ attitude

 ⦁ intrapreneurship

 ⦁ mentor

 ⦁ self-assessment

 ⦁ skill

 ⦁ vision
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According to research by the Small Business Administration, the num-
ber of women and minority entrepreneurs in the United States has 
steadily increased in recent years. Studies show that minority-owned 
businesses went from 7 percent of the total to 18 percent between 
1982 and 2002. Businesses owned by women also increased, from 
1.76 million to 3.75 million between 1976 and 2000.

Based on the survey, you can say this about American entrepreneurs: 
many work from home, invest their own money, are educated, and are 
men and women of all ages and nationalities—and they work hard.

What does research show about the number of women and 
minority entrepreneurs in recent years?

Characteristics of Successful 
Entrepreneurs
 Self-assessment—evaluating your strengths and weaknesses—is an 
important part of becoming an entrepreneur. Self-assessment helps you 
maximize your strong points and strengthen your weaker ones. The key 
thing to remember is that everybody has strengths and weaknesses. It’s 
what you do with what you have that counts. Also, entrepreneurs who 
are self-aware are able to focus on hiring employees with characteristics 
that complement their own.

Aptitudes and Attitudes
An  aptitude is a natural ability to do a particular type of work or 
activity well. For example, you may find math very easy, or you may 
naturally be good at sports. Aptitudes can sometimes be developed 
through hard work.

An  attitude is a way of viewing or thinking about something that 
affects how you feel about it. Entrepreneurs tend to be people with 
positive attitudes. Instead of seeing a situation as a problem, they look 
at it as an opportunity. This helps them find solutions more easily than 
people who think negatively.

Think about your own experience. Positive thinking and talk-
ing tends to make you feel happier and have more energy. You feel 
motivated to take steps toward accomplishing your goals. In contrast, 
negative thinking and talking tends to make you feel less happy and 
reduce your energy. You will be much less likely to take action to solve 
a problem.

Even though you didn’t get to choose which aptitudes you’d inherit, 
you do have the power to choose your attitude. An entrepreneur needs 
to have self-esteem. Entrepreneurs need to view themselves in a positive 
way. A positive attitude can make the difference between failure and 
success. Someone with a strong aptitude but a negative attitude will prob-
ably achieve less than someone who has less natural ability but a positive 
attitude. Throughout history, entrepreneurs have proved that thoughts 
have power. But only you can ultimately decide who you will become.

Minority-Owned 
Businesses

1982

7%

18%

2002
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Personal Characteristics
No one is born with all the characteris-
tics needed to be a successful entrepre-
neur. But if you keep a positive attitude 
and believe in yourself, you can develop 
many of them. In the following list, notice 
the personality traits you already possess. 
Then focus on the ones you think you 
need to develop.

 ⦁ Courage: A willingness to take 
risks in spite of possible losses.

 ⦁ Creativity: Inventing new ways of doing things; thinking outside 
the box.

 ⦁ Curiosity: The desire to learn and ask questions.

 ⦁ Determination: Refusing to quit in spite of obstacles.

 ⦁ Discipline: The ability to stay focused and follow a schedule to 
meet deadlines.

 ⦁ Empathy: Being sensitive to the thoughts and feelings of others.

 ⦁ Enthusiasm: Being passionate about something; the ability to 
see problems as opportunities.

◀  Figure 1-3

Enthusiasm
Being enthusiastic is helpful in 
business.
Drawing Conclusions. Which 
personality traits do you have? 
Which do you need to develop?

Watch your thoughts — they become words.

Watch your words — they become actions.

Watch your actions — they become habits.

Watch your habits — they become character.

Watch your character — it becomes your destiny.

 ▲ Based on a Chinese proverb
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⦁ Flexibility: The ability to adapt to new situations; a willingness 
to change.

 ⦁ Honesty: A commitment to being truthful and sincere with 
others.

⦁ Patience: Recognizing that most goals are not reached overnight.

⦁ Responsibility: Being accountable for your decisions and 
actions; not passing the buck.

Skills
A  skill is an ability that’s learned through training and practice. For 
example, you didn’t know how to tie a shoe when you were born. You 
learned this skill through practice and the help of adults. Some of the 
basic skills entrepreneurs need are:

⦁ Business Skill: Understanding how to create and manage a 
business.

⦁ Communication Skill: The ability to listen well, write well, and 
speak well.

⦁ Computer Skill: The ability to use technological tools 
effectively.

⦁ Decision-Making and Problem-Solving Skills: Knowing how 
to apply logic, information, and past experiences to new decisions 
and problems.

⦁ Mathematical Skill: Using math to create budgets, keep accu-
rate records, and analyze financial statements.

⦁ Organizational Skill: The knack of keeping tasks and informa-
tion in order; the ability to plan well and manage your time.

⦁ People Skills: The ability to persuade and motivate people; 
knowing both how to be a leader and work in a team.

What are some of the basic skills needed by an 
entrepreneur?

Increasing Your Potential
Don’t be discouraged from becoming an entrepreneur just because you 
don’t yet have all the traits and skills you will need. You can increase 
your business and entrepreneurial potential by focusing on six specific 
areas. Even if you never become an entrepreneur, paying attention to 
these areas will help you be more successful in life.

Business Knowledge
Make a habit of reading magazine and newspaper articles on business 
topics. Use the Internet to research business subjects. Watch films or 
television programs about successful entrepreneurs. This can help you 
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learn more about business. If you know someone who owns a business, 
discuss the business with that individual.

Financial Skills
Strengthen your math skills by taking a course in accounting, personal 
finance, or investing. If math is a difficult subject, ask a teacher to spend 
a little extra time with you before or after school. Team up with a friend 
who is good at math. Play math games or do math homework together.

Career Exploration
First, evaluate your strengths and weaknesses. Be as honest as you can 
about your characteristics without being too easy or too hard on yourself. 
Remember, nobody is perfect, but everyone has something to contribute 
to the world. Practice thinking and acting as if you already have the 
characteristics you want to develop. A positive attitude will keep you 
on the right track.

Next, explore career areas that interest you. Include fields that match 
with aptitudes and skills you have or are developing. There are many 
books, magazines, and Internet sites on careers. Ask a career or guidance 
counselor at your school for research suggestions.

Think about putting together a career portfo-
lio that summarizes your achievements and lists 
your activities. Keep your résumé in your port-
folio, along with any cover letters you’ve written 
and any letters of reference that you may have 
received. This way, everything related to your 
future career will be in one place. If you plan 
to go to college, your career portfolio would be 
an ideal location for keeping college scholarship 
information.

Finally, talk with people who have a career 
you think you’d like. Some companies have pro-
grams that allow employees to bring someone to 
work with them for a day. During that time, you 
get to observe what that particular job is like.

Community Awareness
Look for volunteering opportunities in your community. Also, find out if 
any companies in your area provide internships where you can get some 
practical, on-the-job experience. If you know of a particular problem 
in your community, consider how you can help improve the situation.

Education
Learning is a lifetime occupation, no matter what career you choose. 
Take advantage of chances to learn new things, ask lots of questions, 
and strive to do your best in whatever you do. Obtaining an educational 
certificate, diploma, or degree not only benefits you personally, it can 
also help open doors to more career opportunities. Whether in school 
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or working in a job, remember that you are responsible for what you 
learn—and no one else.

Relationships
Spend time with people who believe in you and inspire you. Being 
around positive people will help you stay positive and accomplish more. 
People who are negative and complain all the time will inf luence 
you to be the same way. Some organizations have programs in which 
experienced people volunteer to share their knowledge. This  mentor
will provide free guidance, tutoring, and suggestions for achieving 
your goals.

What six main areas can you focus on to increase your busi-
ness and entrepreneurial potential?

Like most high school students, you probably regard 
the decisions about what you’ll do after graduation 
to be among the most important ones you’ll ever 
make. They certainly will influence the rest of your 
life. Perhaps the most important decision is whether 
to continue with your education or to enter the world 
of work immediately.

To make a good decision about continuing your 
education at a two- or four-year college or a trade 
school, you’ll need to think about these questions:

⦁ What are your ultimate career goals?

⦁ Is a two- or four-year degree typically required 
for the type of work you want to do? If not, what 
education or skill is necessary (and how will you 
acquire it)?

⦁ What are your feelings about school?

⦁ Have you talked this decision over with your 
parents, other adult family members, teachers, 
or mentors?

⦁ If you wish to continue your education, how will 
you fund it?

⦁ Will you work while attending school?

⦁ Where will you live while attending school?

THINKING CRITICALLY
Classifying. Working in teams of four, brainstorm a list 
of careers, appropriate colleges for those careers, and 
appropriate programs/majors (or job training) at that 
college. Be creative. Focus on careers that  interest you.

For more help in thinking about whether to attend 
college, go to “Your Business Career” on the Student 
Center at entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Choosing to Attend College
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Why Study Entrepreneurship?
Owning a business isn’t for everyone. But that’s okay because both 
employees and entrepreneurs are needed in the world of work. Whether 
or not you choose to become an entrepreneur, the things you will learn 
in this book can benefit you in many ways. There are two primary rea-
sons why studying entrepreneurship makes sense, even if you don’t plan 
to be an entrepreneur: you learn to think like an entrepreneur and you 
develop a vision for your life.

Think Like an Entrepreneur
Thinking like an entrepreneur and being conscious of how to make a 
business run more successfully can help you be a better employee. In 
effect, you can treat someone else’s business as if it were yours. Employers 
often promote these kinds of employees, the ones who think entrepre-
neurially. Here are three ways to think like an entrepreneur when you 
are working as an employee:

⦁ Observe. Keep on the lookout for chances to learn new skills 
and accept new responsibilities. Staying aware of what goes on 
around you can help generate new ideas for business growth. 
This includes ideas for new products or services that customers 
may need or want.

 ⦁ Listen. Pay attention to what others have to say. Challenges that 
other employees are facing may give you ideas for making business 
improvements.

 ⦁ Think. Instead of complaining about a problem, analyze it. Then 
suggest possible solutions.

More and more businesses today encourage the practice of  intra-
preneurship (in-tra-prih-NER-ship). That is, they give employees 
opportunities to be creative and try out new ideas, almost like being 
an entrepreneur within the company.

Thinking like an entrepreneur can also help you make smarter deci-
sions about managing the money you earn. This includes how to keep 
good personal records, make wise purchases, invest personal funds to 
earn more money, and plan for retirement.

Develop a Vision for Your Life
Learning about entrepreneurship often inspires people to develop a 
 vision for their life. A vision is a “picture” of what you want the future 
to be. What kind of life do you want? What things are most important 
to you?

How can learning about entrepreneurship help you to be a 
better employee?
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Figure 1- ▶

Vision
Entrepreneurship can help you 
form and fulfi ll your life’s vision.
Applying Concepts. After reading 
this chapter, what type of vision do 
you see for your life?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 1.2 of the Business Plan Project in your Study Guide, or 
Section 1.2 in BizTech.

Reviewing Objectives
1. Based on U.S. Census Bureau data, name the 

top two things entrepreneurs tend to have in 
common.

2. Name at least fi ve personal characteristics 
that an entrepreneur needs.

3. List the six main areas that will help improve 
your business and entrepreneurial potential.

. Name two reasons, other than becom-
ing an entrepreneur, for learning about 
entrepreneurship.

Critical Thinking
. Recognizing Patterns. List several personal 

characteristics that might hinder someone 
from becoming an entrepreneur. In what 
ways could these characteristics also prevent 
someone from becoming a valued employee?

. Relating Concepts. Develop a vision and 
mission for your life now, as a student. Then 

develop a vision and mission for your future 
life. Keep these simple.

Working Together
Working with a partner, identify two career areas 
that interest you both. Each of you will take one 
of the career topics and research it, using the 
Occupational Outlook Handbook in your library 
or online (www.bls.gov/oco). Then, together, 
prepare a report that compares and contrasts the 
information you found.

ASSESSMENT 1.2

Mentor Role-Playing
Imagine that you’ve volunteered to be a 
mentor to a middle-school student who 
wants to start a business. Based on what 
you’ve learned so far, write a simple plan for 
teaching your student about the concept of 
entrepreneurship. Suggest activities that will 
help the student apply the newly learned 
knowledge.

Language ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage Arts
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ENTREPRENEUR PROFILE

Entrepreneurial Skills for 
Whatever You Do
When Robert Reff kin was 11 years old, he realized that 
his mother was struggling fi nancially as a single par-
ent. “I knew that I wanted to earn money to help her 
out. For the next three years I thought about how to 
do that.” When he saw a DJ at work at a party, Robert 
thought being a DJ might be a good way for him to 
earn money so he could help his mother. “I learned 
from the DJ that he made good money, had fun, and 
had a lot of independence,” said Robert. “I love music 
so I decided to become a DJ.”

Becoming a DJ
For the next three years, Robert saved up every dollar 
he could. When he had enough money, he bought the 
minimal amount of equipment it took to be a DJ and 
started his business. “I created professional contracts, 
a music list, a request list, and some business cards. 
Finally, I bought the equipment, started to advertise, 
and I got my fi rst job that summer. It was a small house 
party that only paid $50, but people liked my work and 
referred me to their friends. I was on my way!”

Robert worked at school dances, homecomings, bar 
mitzvahs, weddings, NAACP parties, and Black Student 
Union dances. He also organized his own events. Being 
a DJ was a physically and emotionally tiring job and 
combining it with school left him exhausted.

Learning How to Run a Business
In high school, Robert took an entrepreneurship course 
in which he learned some critical business and profes-
sional skills he didn’t have. He developed a business 
plan, which won a $500 grant that he invested in his 
business. Robert’s success in business gave him the 
confi dence to pursue bigger dreams, even though 
many people discouraged him. For example, when his 
high school counselor said he wouldn’t be admitted to 
Columbia University, Robert decided to apply.

Making His Skills Part of His Life
In the course of applying to Columbia, Robert used 
everything he had learned in his entrepreneurship 
course and from running his own business. He inter-
acted with the university’s admissions offi  cers with the 

same level of professionalism he employed with his 
clients. He gave them his business card, sent them his 
résumé, wrote them thank-you letters, and followed 
up on major developments in his life. Robert believes 
that “this lent credibility to my application” and led 
to being accepted at Columbia. He received a partial 
scholarship and was able to help pay for the rest of 
his college education with the money he had earned 
from his DJ business.

Robert’s entrepreneurial skills and successful DJ 
business gave him the “extraordinary confi dence and 
the entrepreneurial belief that anything is possible.” He 
graduated from Columbia in 2 ½   years and went on to 
become a consultant at McKinsey & Co., get his MBA 
at Columbia, and become a White House Fellow and 
then a Wall Street investment banker.

Thinking Like an Entrepreneur
1. Robert picked a business that appealed to his love 

of music and also one that would pay well. How 
would you decide on a business opportunity?

2. What entrepreneurial skills do you think would be 
necessary to start a DJ business?

3. Robert believes that entrepreneurship will 
help you in other aspects of your life. What do 
 you think?
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Review and Assessment
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CHAPTER SUMMARY

1.1 What Is Entrepreneurship?
An entrepreneur is someone who creates and runs his or her own business. In 
contrast, an employee is a person who works in a business owned by someone 
else. When an entrepreneur starts a new business, risk is involved. An entre-
preneur is willing to risk an investment of money, time, and energy in the 
hope of gaining greater rewards, or benefits. Perhaps the biggest reward for 
an entrepreneur is empowerment. Other rewards are making your own rules, 
doing work you enjoy, helping your community, and creating wealth. Some of 
the risks of being an entrepreneur are potential business failure, unexpected 
obstacles, financial insecurity, and long hours and hard work. Entrepreneurs 
throughout history have demonstrated that entrepreneurship involves more 
than just learning how to run a business. It can affect the economy, the com-
munity, and ultimately the world. As a result, entrepreneurs help to improve 
life not only for themselves, but also for many others by providing products, 
services, and jobs.

1.2 Characteristics of an Entrepreneur
Entrepreneurs include people of all ages from all over the world. In the United 
States, more than half of the entrepreneurs have some college education, invest 
their own money in their businesses, and work over 40 hours per week. Before 
becoming an entrepreneur, self-assessment is important. Evaluating your apti-
tudes, attitudes, personal characteristics, and skills will help determine what 
areas you need to strengthen. Entrepreneurs tend to be people with positive 
attitudes. Instead of seeing problems, they see opportunities. Even if you choose 
not to become an entrepreneur, here are two good reasons for studying entre-
preneurship: thinking and acting like an entrepreneur will help you become 
a more valued employee, and it can lead you to develop a vision for your life.

REVIEW VOCABULARY
Suppose your friend Mary tells you she is thinking about starting a business. However, she isn’t sure if becoming 
an entrepreneur is right for her. Prepare a questionnaire that will help Mary evaluate her options and her entrepre-
neurial potential. Include at least half of the following terms somewhere in the questionnaire:

 ⦁ apprenticeship (p. 7)

 ⦁ aptitude (p. 14)

 ⦁ attitude (p. 14)

 ⦁ business (p. 5)

 ⦁ employee (p. 5)

 ⦁ entrepreneur (p. 5)

 ⦁ entrepreneurial (p. 5)

 ⦁ entrepreneurship (p. 10)

 ⦁ green company (p. 11)

 ⦁ internship (p. 7)

 ⦁ intrapreneurship (p. 19)

 ⦁ mentor (p. 18)

 ⦁ self-assessment (p. 14)

 ⦁ skill (p. 16)

 ⦁ vision (p. 19)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. An entrepreneur
a. has the fi nal say in business decisions
b. may not employ anyone else
c. is responsible for the success or failure of 

his or her business
d. all of the above

2. Which of the following is not  a risk for an 
entrepreneur?

a. potential business failure
b. fi nancial stability
c. fi nancial insecurity
d. long hours and hard work

3. How many business owners have home-based 
businesses?

a. about 75 percent
b. about 50 percent
c. about 25 percent
d. fewer than 10 percent

4. A natural ability to do a particular type of work or 
activity well is called

a. a skill
b. an attitude
c. an aptitude
d. self-esteem

5. When a business encourages employees to be 
creative within the company, the practice is 
called

a. entrepreneurship
b. creating a vision
c. implementing a mission
d. intrapreneurship

6. What is a dot-com company?
a. a small company
b. a company that runs most or all of its busi-

ness from the Internet
c. a company that adopts business practices 

aimed at protecting or improving the 
environment

d. a foreign company

7. What is possibly the biggest reward of becoming 
an entrepreneur?

a. empowerment
b. fame
c. money
d. none of the above

8. A common standard that defi nes a non-manufac-
turing business as small is

a. having fewer than 500 employees
b. having fewer than 250 employees
c. having fewer than 100 employees
d. having fewer than 50 employees

9. As an entrepreneur, the amount of money you 
receive from your company

a. is constant, like a paycheck for any other 
employee

b. is typically less than for an employee
c. is typically more than for an employee
d. may go up or down, depending on the 

business

10. As an entrepreneur, the amount of time you 
spend working is typically

a. constant—35 to 40 hours a week, just like 
an employee

b. a little less than for an employee
c. more than for an employee, particularly 

during initial startup
d. signifi cantly less than for an employee—

around 20 hours a week

11. What percentage of business owners use their 
own money to start the business?

a. more than 75 percent
b. more than 60 percent but less than 

75 percent
c. more than 40 percent but less than 

60 percent
d. less than 40 percent

12. An experienced person who volunteers to pro-
vide free guidance, tutoring, and suggestions to 
younger individuals is called a(n)

a. mentor
b. intrapreneur
c. entrepreneur
d. employee
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13. Make a list of activities or tasks you’ve done in the 
past (hobbies, part-time jobs, Boy or Girl Scouts, 
science fairs, school activities, classes, and so on). 
Then create another list that identifi es the kind 
of personal characteristics and skills needed to 
perform those activities. Based on the two lists, 
write an essay that describes how past experiences 
could help you as an entrepreneur.

14. Using a library and/or the Internet, research infor-
mation about the use of the Internet by small 
businesses. Consider these questions: Do small 
businesses use the Internet more than large ones? 
How important is the Internet for a small business 
compared to a big business? Write a report on your 
fi ndings.

15. Create a poster with a collage that illustrates the 
vision you currently have for your life.

16. Studies show that about 18 percent of all busi-
nesses in the United States are minority-owned. 
Brian lives in Centerville, a town with a popula-
tion of 25,000 and 200 businesses. Assuming 
that the national percentage holds true for the 
businesses in Centerville, how many of these are 
minority-owned?

17. Businesses owned by women increased from 
1.76 million to 3.75 million between the years of 
1976 and 2000. Calculate the percentage rate that 
women-owned businesses increased during this 
time period.

18. You are walking to work with one of your employ-
ees. On the way, you stop to get a newspaper at a 
self-pay newspaper box. You insert the required 
number of coins, open the door, and pick up a 
newspaper. Before closing the door, you ask your 
employee if he would like a newspaper too. “Two 
for the price of one,” you say. First, resolve whether 
this is an ethical action. Then describe the impact 
it could have on your employee. Finally, consider 
whether this action could have a larger impact on 
your company.

19. Working with another student, research businesses 
in your community who welcome volunteers. What 
kind of experience or training, if any, is needed by 
a volunteer? What type of entrepreneurial skills 
could you strengthen if you became a volunteer?

20. Interview an entrepreneur or small business owner 
in your community. Ask this individual to share sto-
ries of successes and failures. Ask which personal 
characteristics or skills have contributed most to 
business success. Then ask what the owner would 
do diff erently if starting the business today.
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ENTREPRENEURS & TECHNOLOGY

The Internet and the World Wide Web
The world changed in the 1990s. That was when the 
Internet expanded into popular use. Today nearly a 
billion-and-a-half people use the Internet. You prob-
ably use it yourself. But what is it, really? The Internet is 
a global system of interconnected networks. It is really 
a network of networks and includes all the hardware 
and software that allows computers on the network 
to be connected.

The World Wide Web
Perhaps the most important element of the Internet 
(and the one that people most often think of) is the 
World Wide Web. This is a huge set of documents 
(some with pictures, and other elements) that are 
linked together. One of these documents is called a 
Web page. A collection of Web pages is a Website. You 
can visit a Website and buy products, find information, 
or meet people, for example. Web surfing is a process 
of visiting one Website after another. One way to surf 
the Web is to click on the links in a Website. A link takes 
you to a related Web page or Website. Links are usually 
a different color from other text or underlined.

Websites are stored on a server. These are computers 
that contain all the information you see on the Website, 
including Web pages, other documents, videos, graph-
ics, and sound files. When you visit a Website, the server 
is actually transferring all the required information to 
display on your computer. When a server isn’t working, 
you can’t visit the site. Because companies now invest 
so much in their Websites, many install multiple serv-
ers so that, if one goes down, the others pick up the 
slack. This way, the Website will always be “on line.”

HTML
Web pages are created by using the HTML computer 
language. (HTML stands for Hypertext Markup Lan-
guage.) Programmers use this language to identify 
how text is used on the Web page (as a link, as a para-
graph, as a list, and so on). HTML also controls the 
appearance of a Web page. For example, when you 
see <b> and </b> around a word, it indicates that the 
word will appear in boldface. So <b>sample text</b> 

would make the words “sample text” appear bold on 
the Website.

Web Browsers
A Web browser is software that enables you to navi-
gate the Web. It is located on your computer and 
works together with the Website’s server to produce 
an image of a Web page on your computer. You can’t 
view Web pages without a Web browser. A browser 
also allows you to “bookmark” your favorite Websites. 
This means you can add the Website location to a list of 
favorite sites. Then you can click on one of your favorite 
Websites and the browser will display the site immedi-
ately. Common Web browsers are Microsoft’s Internet 
Explorer and Apple’s Safari.

Today, no entrepreneur or businessperson should 
be unaware of the power of the Internet and the World 
Wide Web. They can help almost any business. In some 
cases, business would be impossible without them.

⦁ HTML
⦁ Internet
⦁ link
⦁ server
⦁ Web browser

⦁ Web page
⦁ Web surfing
⦁ Website
⦁ World Wide Web

Check Yourself
1. What is the Internet and when did it expand 

into popular use?

2. What is the World Wide Web?

3. What is HTML?

4. What does a Web browser do?

What Do You Think?
Classifying. What are some examples of busi-
nesses that would be impossible without the 
Internet and the World Wide Web?

Tech Vocabulary
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Opening Exercise
Students at this point may not 
know what “pro� t” actually means. 
Explain that they will learn about 

pro� t in this chapter, but that they 
should respond to this question based 
on their present understanding of what 
pro� t is. Quickly count up the “Yes” and 
“No” votes and share with the students. 
Discuss the students’ feelings about 
pro� t (including any negative thoughts 
they may have). Ask why people start 
businesses. The goal: Have students 

consider the possibility that pro� t is the 
legitimate reward for starting a business.

SECTION 2.1
Importance of 
Entrepreneurship in 
the Economy

Prepare
Begin this section by 
using the Opening 
Exercise (discussion at 

bottom of page). This requires 
less than 10 minutes.

Alternative: This may be 
assigned to be completed out-
of-class using the “Before You 
Begin” activity in the Study 
Guide portion of the Student 
Activity Workbook. It could 
serve as preparation for in-
class discussion or may simply 
be a way to focus students on 
the concepts introduced in the 
chapter, prior to teaching the 
chapter.

Teach
What Is an Economic 
System?
Lead a discussion on scarcity 
and how it drives economic 
systems. Help students under-
stand that scarcity forces na-
tions to make tough decisions 
with social, environmental, 
and political consequences.

As an example of how a nation 
deals with economic decisions 
involving a limited resource, 
you could use oil/gasoline 
as a topic. Discussion points: 
Drilling for oil in environ-
mentally sensitive U.S. areas, 
buying oil from unfriendly 
foreign nations, investing in 
alternatives to oil, lowering 
the speed limit, raising taxes 
on gasoline, forcing automak-
ers to raise fuel economy, and 
building new gasoline re� ner-
ies (which impacts communi-
ties and the environment).
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Think about the following question:

Is making a profi t a good thing?

Write your answer (yes or no) on a piece of paper. Be prepared to discuss your 
answer in class.

What Is an Economic System?
 Economics is a social science concerned with how people satisfy 
their demands for goods (things you can buy) and services (things 
people do for a fee) when the supply of those goods and services 
is limited. This is a somewhat technical definition, so what does 
it really mean?

Economics is all about the flow of goods and services between 
people. This is measured in numbers, so economics always involves 
mathematics. However, economics is called a social science because 
people play the central role in it. It is people who decide which 
goods and services have value and what that value is. It is people 
who decide how goods and services should be used and how they 
will be distributed within a society. It is people who decide whether 
to buy or to sell goods and services. Ultimately, math may be the 
language of economics, but people are its soul.

Earth’s population grows larger every day. More people means 
there will be a greater demand for food, clothing, housing, and all 
the other essentials of life. These essentials are what we need. But 
we also want things that are not necessary to survive. These are 
our wants. People try to satisfy their needs and wants by buying 
goods and services that have value to them. The demand for goods 

Importance of 
Entrepreneurship 
in the Economy2   .1

OBJECTIVES

 ⦁ Describe an economic system
 ⦁ Identify different economic systems
 ⦁ Examine supply and demand relationships
 ⦁ Explore the role of competition in a market economy
 ⦁ Describe the profit motive
 ⦁ Learn about nonprofit organizations

VOCABULARY

 ⦁ capital

 ⦁ capitalism

 ⦁ command economy

 ⦁ demand

 ⦁ demand curve

 ⦁ economic system

 ⦁ economics

 ⦁ economics of one unit

 ⦁ economy

 ⦁ enterprise

 ⦁ equilibrium point

 ⦁ equilibrium price

 ⦁ equilibrium quantity

 ⦁ free enterprise system

 ⦁ market economy

 ⦁ mixed economy

 ⦁ nonprofit organization

 ⦁ profit motive

 ⦁ scarcity

 ⦁ supply

 ⦁ supply and demand curve

 ⦁ supply curve

 ⦁ voluntary exchange
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Extension
Ask a team of students to prepare a pre-
sentation about a particular brand-name 
product that is priced higher than less 
well known products. Their question: 
Is the brand worth the additional price? 
Ask teams to present their reports on 
the same day so that the class can com-
pare the issues presented by the various 
brands.

SECTION 2.1
Importance of 
Entrepreneurship in 
the Economy

Figure 2-4
The entrepreneur can make a 
higher profit on each unit of 
sale by lowering costs and/or 
raising the selling price.

Reading Checkpoint
The upper portion of the sup-
ply curve indicates a surplus. 
The lower portion of the sup-
ply curve indicates a shortage.

Competition Between Suppliers
Ask students why some suppli-
ers within an industry are able 
to charge more for a similar 
product than their competi-
tors? For example, ask stu-
dents if they are willing to pay 
more for a name brand (e.g., 
Levis or Coca Cola) than a 
store brand. Why?
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will be a surplus of the item. To sell the surplus items, the supplier will 
have to lower the price. If a supplier produces less than the equilibrium 
quantity, there will be a shortage of the item, and demand will not be 
satisfied. The supplier will miss out on sales that could have been made.

The y-axis coordinate of the equilibrium point identifies the  equi-
librium price. This is the price at which supply equals demand. It is 
the price buyers are willing to pay and the supplier is willing to accept.

Supply and demand curves are one tool entrepreneurs use to deter-
mine the prices to charge for their goods or services. In fact, the curves 
can help an entrepreneur decide whether or not to go into a particular 
business. There must be sufficient demand for a product to make it 
worthwhile for a supplier to produce it.

What is a supply and demand curve?

Competition in a Market Economy
Competition is common in a market economy. People are free to start 
and operate businesses that compete against each other, so suppliers are 
often offering similar products or services. Buyers are free to compete 
against each other to buy products they need and want. Competition 
between suppliers pushes prices downward. Competition between buyers 
pushes prices upward.

Competition Between Suppliers
If a supplier lowers the price of a product or service, consumers typi-
cally buy from that supplier rather than from others. This assumes that 
only the price changes and all other aspects are equal. The supplier 
who lowers the price offers an incentive for consumers to change their 
buying habits. The other suppliers will probably have to lower their 

◀ Figure 2-

Supply and Demand Curve
A supply and demand curve shows 
the price relationship between the 
quantity supplied and the quantity 
demanded.
Interpreting graphs. Which 
portion of the supply curve indicates 
a surplus? What about a shortage?

Quantity

Supply and Demand Curve

Pr
ic

e

Equilibrium Price

Equilibrium Quantity

Equilibrium Point

Low Quantity
Supplied at
Low Price

Low Quantity
Demanded at

High Price

High Quantity
Demanded at

Low Price

High Quantity
Supplied at
High Price

DEMAND SUPPLY



C
H

A
P

T
E

R

2 ENTREPRENEURSHIP 
& THE ECONOMY



S
EC

TI
O

N

Entrepreneurship & the Economy  27

Think about the following question:

Is making a profi t a good thing?

Write your answer (yes or no) on a piece of paper. Be prepared to discuss your 
answer in class.

What Is an Economic System?
 Economics is a social science concerned with how people satisfy 
their demands for goods (things you can buy) and services (things 
people do for a fee) when the supply of those goods and services 
is limited. This is a somewhat technical definition, so what does 
it really mean?

Economics is all about the flow of goods and services between 
people. This is measured in numbers, so economics always involves 
mathematics. However, economics is called a social science because 
people play the central role in it. It is people who decide which 
goods and services have value and what that value is. It is people 
who decide how goods and services should be used and how they 
will be distributed within a society. It is people who decide whether 
to buy or to sell goods and services. Ultimately, math may be the 
language of economics, but people are its soul.

Earth’s population grows larger every day. More people means 
there will be a greater demand for food, clothing, housing, and all 
the other essentials of life. These essentials are what we need. But 
we also want things that are not necessary to survive. These are 
our wants. People try to satisfy their needs and wants by buying 
goods and services that have value to them. The demand for goods 

Importance of 
Entrepreneurship 
in the Economy2   .1

OBJECTIVES

 ⦁ Describe an economic system
 ⦁ Identify different economic systems
 ⦁ Examine supply and demand relationships
 ⦁ Explore the role of competition in a market economy
 ⦁ Describe the profit motive
 ⦁ Learn about nonprofit organizations

VOCABULARY

 ⦁ capital

 ⦁ capitalism

 ⦁ command economy

 ⦁ demand

 ⦁ demand curve

 ⦁ economic system

 ⦁ economics

 ⦁ economics of one unit

 ⦁ economy

 ⦁ enterprise

 ⦁ equilibrium point

 ⦁ equilibrium price

 ⦁ equilibrium quantity

 ⦁ free enterprise system

 ⦁ market economy

 ⦁ mixed economy

 ⦁ nonprofit organization

 ⦁ profit motive

 ⦁ scarcity

 ⦁ supply

 ⦁ supply and demand curve

 ⦁ supply curve

 ⦁ voluntary exchange
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and services is often larger than the supply that can be provided. When 
there are not enough to meet the demand, the result is a  scarcity of 
those goods and services.

An  economic system (or  economy) is a method used by a society to 
allocate goods and services among its people and to cope with scarcity. 
Political, moral, and cultural factors affect what kinds of economic systems 
develop and thrive in different societies.

Every economic system answers four basic questions. They are the 
fundamental questions of economics.

What is an economic system?

Types of Economic Systems
Two very different types of economic systems are often used to compare 
how societies deal with the fundamental questions of economics. These 
two types of economic systems are the command economy and the mar-
ket economy. In a  command economy, the government controls the 
production, allocation, and prices of goods and services. In a  market 
economy, suppliers and consumers control the production, allocation, 
and prices of goods and services.

In reality, no country has a pure command economy or a pure mar-
ket economy. This leads to a third type of economic system, a  mixed 
economy. This is an economic system that blends elements of the com-
mand economy and the market economy. All modern economies are 
actually mixed. However, most countries lean so strongly toward one 
model or the other that their systems are called command economies 
or market economies.

The Command Economy
In a command economy, the government owns or manages the nation’s 
resources and businesses. The government controls what suppliers produce, 
how much is produced, and how it is produced. The government also 
regulates how goods and services are distributed throughout the country 

Fundamental Questions of Economics

⦁ What goods and services are produced?

⦁ What quantity of goods and services are produced?

⦁ How are goods and services produced?

⦁ For whom are goods and services produced?
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and the prices people pay for them. Ultimately, the government decides 
the answers to the fundamental questions of economics.

Command economies are associated with political systems in which 
the government has strict control over social and economic affairs. 
Socialism and communism are two political systems that are strongly 
associated with command economies. The former Soviet Union featured 
many elements of a pure command economy. Governments run by dicta-
tors, or controlled by one political party or one ruling family, also lean 
toward the command economy.

Although no country at present has a pure command economy, 
some nations come close to it. China, Russia, Syria, Iran, Haiti, Cuba, 
Vietnam, North Korea, Guyana, Venezuela, Zimbabwe, Angola, 
Republic of Congo, and the Central African Republic are said to have 
command economies. In these countries, government planners usu-
ally make economic decisions and long-term plans for the nation. The 
government controls most resources and businesses. Entrepreneurship 
may be allowed to a small degree, so long as it does not interfere with 
the overall government control of the economy.

The Market Economy
In a market economy, suppliers produce whatever goods and services 
they wish and set prices based on what consumers are willing to pay. 

▼  Figure 2-1

Voluntary Exchange
Voluntary exchange is a transac-
tion in which both suppliers and 
consumers believe they benefit.
Drawing Conclusions. How does 
the consumer benefit in this transac-
tion? The supplier?
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Prices are responsive to consumer demand. The government does not 
tell businesses what to produce nor does it tell consumers what to buy. 
This system is characterized by individual freedom of choice and vol-
untary exchange.  Voluntary exchange is a transaction in which both 
suppliers and consumers believe they benefit.

Another name for the market economy is the  free enterprise sys-
tem. People are free to become entrepreneurs and own and operate an 
enterprise (business). There are also many investment opportunities in 
a market economy. Individuals can invest money in their own businesses 
or those of others. Another name for the cash and goods a business owns 
is  capital. That’s why the market economy or free enterprise system is 
also referred to as  capitalism. Individuals and businesses are free to 
own and trade goods and invest cash in businesses.

The democratic political system is associated with the market econ-
omy. Democracies typically favor personal choice, voluntary exchange, 
and the right of individuals to own property, businesses, and capital. 
Although no country has a pure market economy, the United States, 
Canada, Australia, Hong Kong, Singapore, and many western European 
nations are said to have market economies, because they allow much 
economic freedom for individuals. This does not mean that their gov-
ernments exert no control over economic decisions. The level of govern-
ment intervention varies by country. So some free enterprise systems are 
actually “freer” than others.

The United States has one of the freest market economies in the 
world. Americans are free to become entrepreneurs and engage in what-
ever legal enterprise they choose. Suppliers and consumers largely deter-
mine which goods and services are offered for sale and at what prices. 
However, the U.S. government does exert some economic control. It 
regulates businesses, enforces labor and product safety laws, imposes 
taxes, and takes other actions that affect economic flow.

What are the three types of economic systems?

Supply and Demand
In a market economy, businesses provide goods and services because 
consumers will pay money for them. Businesses typically want to get the 
most money possible for the goods and services they offer. Consumers 
typically want to pay the least amount of money possible for what they 
buy. These two opposing forces actually work together to make the 
market economy operate efficiently.

 Supply is the quantity of goods and services a business is willing 
to sell at a specific price and a specific time.  Demand is the quantity of 
goods and services consumers are willing to buy at a specific price and 
a specific time. 

As you can see, both price and timing are important when consider-
ing supply and demand. For example, a garden store may have a supply of 
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seeds and plants in the spring, when the demand would be high and the 
price would also be high. But there would be substantially less demand 
for seeds and plants in the fall, when prices would be low (if, in fact, 
consumers would be interested in seeds or plants at all).

In a market economy, the price of a particular good (product) or ser-
vice is determined by supply and demand. Suppliers control the amount 
of supply; that is, they decide what quantity of a good or service they 
are willing to sell at a particular price. Consumers decide how much 
they are willing to pay for a given good or service.

Supply and Demand Curves
A  supply curve on a graph shows the quantity of a product or service a 
supplier is willing to sell across a range of prices over a specified period 
of time. Quantity is shown on the x-axis, and price is shown on the 
y-axis. The supplier is willing to provide more as the price increases 
and less as it decreases.

Do you really 
know what your 
capabilities are? 
Have you ever put 
together a list of 
your skills? Your 
interests? Your 
likes and dislikes? 
Your goals? If you 
have, you have 
d e m o n s t r a t e d 
self-awareness. 
Being self-aware 
means know-
ing yourself and 
knowing your 
capabilities. This 
type of knowl-

edge will be important as you go through life. But 
how can you increase your self-awareness?

Perhaps the best way to increase self-awareness is 
to retreat to a calm, quiet place when you have time to 
do so. Bring a new notebook you will use for only these 
self-awareness exercises and bring a pen or pencil you 
enjoy using. Clear your mind. Don’t think about the 

events of the day or your current issues. Focus first on 
your goals. Ask yourself what goals you have, both for 
the short term and the long term. Write them down. 
Then think about what skills and capabilities you have. 
Think about what skills and capabilities you might need 
for the future. Write these down. Then focus on your 
likes and dislikes. Write these down. Make sure to date 
your entry in your notebook.

In the future, at regular intervals, repeat this self-
awareness exercise. Look back at past entries in your 
notebook. Think about how you have changed. 
Describe these changes in each new entry. With 
increased self-awareness, you will be much more 
likely to set reasonable goals and, thus, to be more 
successful in your life and business.

THINKING CRITICALLY
Communicating. Individually perform the self-
awareness exercise described in this feature. After 
you have made your entry, gather in small groups 
and discuss the experience. Was it helpful?

To read more about self-awareness, go to 
“Your Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Self-Awareness
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A demand curve on a graph shows the quantity of a product or service 
consumers are willing to buy across a range of prices over a specified 
period of time. Once again, the quantity is shown on the x-axis, and the 
price on the y-axis. Consumers are willing to buy more of a product at 
a lower price than at a higher one.

A supply and demand curve is a graph that includes both a supply 
curve and a demand curve. It shows the relationship between price and 
the quantity of a product or service that is supplied and demanded. The 
equilibrium point is where the supply curve and the demand curve 
intersect. This is the point at which supply and demand are balanced.

The x-axis coordinate of the equilibrium point identifies the equi-
librium quantity. This is the quantity at which the supply equals the 
demand. If a supplier produces more than the equilibrium quantity, there 

Figure 2-3 ▶

Demand Curve
A demand curve shows the quantity 
and price relationship acceptable to 
consumers.
Comparing/Contrasting. Why 
is the demand curve sloping in a 
different direction than the supply 
curve?

Demand Curve
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Demanded at 
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High Quantity 
Demanded at 
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Figure 2-2 ▶

Supply Curve
A supply curve shows the quantity 
and price relationship acceptable 
to suppliers.
Inferring. Why is a supplier willing 
to provide greater quantities as the 
selling price increases?

Supply Curve

Supply (Quantity)
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Supplied at 
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High Quantity 
Supplied at 
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will be a surplus of the item. To sell the surplus items, the supplier will 
have to lower the price. If a supplier produces less than the equilibrium 
quantity, there will be a shortage of the item, and demand will not be 
satisfied. The supplier will miss out on sales that could have been made.

The y-axis coordinate of the equilibrium point identifies the  equi-
librium price. This is the price at which supply equals demand. It is 
the price buyers are willing to pay and the supplier is willing to accept.

Supply and demand curves are one tool entrepreneurs use to deter-
mine the prices to charge for their goods or services. In fact, the curves 
can help an entrepreneur decide whether or not to go into a particular 
business. There must be sufficient demand for a product to make it 
worthwhile for a supplier to produce it.

What is a supply and demand curve?

Competition in a Market Economy
Competition is common in a market economy. People are free to start 
and operate businesses that compete against each other, so suppliers are 
often offering similar products or services. Buyers are free to compete 
against each other to buy products they need and want. Competition 
between suppliers pushes prices downward. Competition between buyers 
pushes prices upward.

Competition Between Suppliers
If a supplier lowers the price of a product or service, consumers typi-
cally buy from that supplier rather than from others. This assumes that 
only the price changes and all other aspects are equal. The supplier 
who lowers the price offers an incentive for consumers to change their 
buying habits. The other suppliers will probably have to lower their 

◀ Figure 2-

Supply and Demand Curve
A supply and demand curve shows 
the price relationship between the 
quantity supplied and the quantity 
demanded.
Interpreting graphs. Which 
portion of the supply curve indicates 
a surplus? What about a shortage?
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prices to keep their customers. This is how competition pushes prices 
downward in a market economy.

Competition has another benefit. It encourages innovation and 
variety. Entrepreneurs introduce new and different goods and services 
to avoid (or at least delay) direct competition from similar businesses. 
This results in a wide variety of goods and services being offered 
for sale.

Obviously, competition between suppliers is good for consumers 
who want low prices and many choices. Competition between suppli-
ers makes it tougher for businesses to succeed, but it forces them to 
work smarter and harder, just as competition in sports pushes athletes 
to perform better. Entrepreneurs use their cleverness and skills to out-
perform their competitors. In particular, entrepreneurs look for ways 
to avoid competing solely based on price. They either offer new and 
different products or they ensure that their products have an advantage 
over similar products sold by other businesses.

Competition Between Consumers
In a market economy, there is not only competition between suppliers but 
also competition between consumers. When consumers compete against 
each other to buy a product, they push prices upward. For example, par-
ents rush to stores in December to buy a popular toy as a holiday gift for 
their children. Consumers compete against each other to buy the limited 
supply of that toy. Suppliers can charge more for that toy in December 
than at other times of the year because demand is higher than usual. 

Another example of this would be suppliers who charge more 
for f lowers around Mother’s Day or Valentine’s Day than at other 
times. Customers are willing to pay more, so suppliers charge more. 
Competition among consumers for the same or similar products pushes 
prices upward in a market economy.

What role does competition play in a market economy?

Profit Motive
In very simple terms, a business makes a profit when the amount of 
money coming in from sales is greater than the business’s expenses. (You 
will learn more about calculating profit in later chapters.) Entrepreneurs 
choose how to use their profit. They can save it, spend it, invest it, or 
donate it to worthy causes (or any combination of these).

Businesses provide goods and services in an effort to satisfy consumers’ 
demands. Profit is a business’s reward for successfully making this effort. 
If the business is unsuccessful, it will make no profit and the business is 
likely to fail. Consumers understand that the prices they pay for goods 
and services include a profit for the suppliers. Otherwise, the suppliers 
would not be motivated to make the effort.
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Profit is a strong incentive in a market economy. Starting a business 
is a risky thing to do. Many businesses fail. The opportunity to earn a 
profit encourages entrepreneurs to accept the risks of starting new enter-
prises. The  profit motive is an incentive that encourages entrepreneurs 
to take business risks in the hope of making a profit.

Although profit is a strong incentive, it is not the only goal that moti-
vates entrepreneurs. In recent years, in addition to profit, businesses have 
also begun focusing on the social and environmental impact they have. 
As you learned in Chapter 1, green companies adopt business practices 
aimed at protecting or improving the environment. Some entrepreneurs 
refer to this approach as the “people, planet, profit” style of business. 
Entrepreneurs who do business this way try to be economically success-
ful by making a profit, but they also try to ensure that their businesses 
have a positive impact on people and the planet.

Benefi ts of Profi t
Entrepreneurs who consistently make a profit over time can build their 
own wealth and ensure financial independence. This means they do not 
have to depend on others—family, friends, employers, or the govern-
ment—for money. Prosperity and financial independence are goals for 
many people. Entrepreneurs must work hard and make wise business 
decisions to earn a profit, but the personal financial benefits can be 
very rewarding.

Many entrepreneurs use profit to benefit their existing businesses, 
start new ones, or invest in the enterprises of others. Profit can be used 
to grow a business, for example, by offering more products or advertising 
to reach more customers. In addition, an entrepreneur can save profit 
for use when the business is not doing well financially.

People Planet Profi t

A New Approach to Business
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Successful entrepreneurs also use profit to benefit society. Some 
businesses donate part or all of their profit to worthy causes. In 1982, 
actor Paul Newman established Newman’s Own, Inc., to produce and 
sell grocery items, such as salad dressing, orange juice, and popcorn. All 
the profits from this business go to charities. As of 2008, the donations 
from Newman’s Own add up to more than $200 million. This money 
has been used to help people all around the world.

Economics of One Unit
It is often helpful for entrepreneurs to calculate the profit they make on 
each individual item or service they sell. For instance, an entrepreneur 
could know that for every $20 T-shirt sold, $2.20 was profit. Another 
entrepreneur could know that of every $40 haircut, $3.80 was profit.

The economics of one unit is a calculation of the profit (or loss) 
for each unit of sale made by a business. Calculate the economics of one 
unit by subtracting the expenses for the unit of sale from its selling price.

In some cases, it’s easy to figure out what a unit of sale is. Your 
business could make T-shirts, computers, or skateboards. A unit of sale 
would then be one T-shirt, one computer, or one skateboard. But what 
about a company that sells decorated toothpicks? Then a unit of sale 
might be a box of 50 toothpicks. A company that offers a service might 
figure a unit as one haircut or shoe shine. However, other service com-
panies might think of a unit as an hour of babysitting, lawn mowing, 
or window washing. These are all examples of one unit of sale.

A unit of sale has a selling price to the consumer and an expense for 
the entrepreneur. The economics of one unit is the difference between 
the selling price and its expense to the entrepreneur. In other words:

Selling Price – Expense = Profit (or Loss)

If this equation results in a positive number, you’ve made a profit. If 
it’s negative, you have a loss. For a business to be successful financially, 
the economics of one unit must result in a profit. A business that can-
not make a profit from one unit of sale will not ever make a profit, no 
matter how many units it sells.

Another way to look at profit is as a percentage of the selling price. 
This calculation tells an entrepreneur the profit percentage based on 
sales. The formula per unit of sale is:

(Profit/Selling Price) × 100 = Profit %

If an entrepreneur made a profit of $2.20 on a $20 T-shirt, the profit 
would be 11%: (2.20/20) × 100 = 11%.
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What is the profi t motive?

Nonprofit Organizations
A  nonprofit organization (often called a nonprofit or not-for-profit) oper-
ates solely to serve the good of society. Nonprofits are not governmental 
organizations. They operate much like for-profit businesses. Money comes 
into the nonprofit from donations, government grants, or the sale of goods 
and services to consumers. Nonprofit companies also have expenses. If 
the money coming in is greater than the money going out, a nonprofit 
company will have a surplus (profit). Business owners can keep profit for 
themselves, for their own personal gain. However, any profit a nonprofit 
earns must, by law, be used to support the organization’s social mission. It 
cannot be used for the financial gain of the people running the nonprofit.

◀ Figure 2-

The Economics of One Unit
The economics of one unit is a 
calculation of the profi t or loss 
from a unit of sale.
Analyzing Data. How could the 
entrepreneur make a larger profit?

The Economics of One Unit
An entrepreneur buys plain backpacks and decorates them at home 
with handrawn art, stitching, buttons, and stickers before reselling 
them at the flea market for $25 each.

Because each backpack is different, the entrepreneur uses an 
average backpack as the unit of sale.

The expenses to the entrepreneur per unit of sale are:

Plain backpack $11.00 

Ink, thread, buttons, etc. 3.00 

Labor 6.00 

Expenses per unit of sale $20.00 

The economics of one unit of sale are:

Selling price per unit of sale $25.00

Expenses per unit of sale – 20.00

Profit per unit of sale $5.00

The profit as a percentage of sales is:

Profit per unit of sale × 100
$5.00

× 100 = 20%
Selling price per unit of sale $25.00
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Some people prefer to use their entrepreneurial skills to start a non-
profit rather than a for-profit business. These entrepreneurs sacrifice 
the chance to build personal wealth and financial independence for the 
personal satisfaction they obtain through nonprofit work.

What is a nonprofi t company?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 2.1 of the Business Plan Project in your Study Guide, or 
Section 2.1 in BizTech.

Reviewing Objectives
1. What are the four fundamental questions of 

economics?
2. Name three types of economic systems.
3. What is an equilibrium price?
. How does supplier competition benefi t 

consumers?
. What is the purpose of the profi t motive?
6. How is profi t used by a nonprofi t 

organization?

Critical Thinking
. Applying Concepts. Why does supplier 

competition make it harder for an entrepre-
neur to be successful?

. Relating Concepts. Explain how supply and 
demand aff ect prices in the U.S. economy.

Working Together
Working in a team, pick two countries with dif-
ferent economic systems. Using the Internet and 
library resources, study the economies of these 
two countries and learn about the role played by 
entrepreneurs in each. Prepare a short presenta-
tion that describes the economic system used in 
each country and the role of entrepreneurship in 
each economic system.

ASSESSMENT 2.1

Treasuring Trees
Trees are a natural resource. Humans value 
trees for a variety of reasons. Write two para-
graphs about the value of trees. In the first 
paragraph, talk about the economic value of 
trees. In the second paragraph, describe why 
trees are valuable for other reasons.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience
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Consider the following question:

Do you care if the clothes you buy are made in America?

Think carefully about your answer, and be prepared to explain your feelings 
to the class.

The Global Economy
The  global economy is the f low of goods and services around 
the whole world. No nation’s economic f low is confined within 
its own borders. Scarcity, among other factors, forces countries to 
buy goods and services from other countries. Most nations have 
developed supply specialties. They specialize in sending certain 
goods and services to the rest of the world. Specialization helps 
countries make the most efficient use of their natural and human 
resources.

In nations with more of a command economic system, the 
government conducts and controls global trade. Individuals may 
have little to no opportunity to engage in international buying and 
selling. Countries with more of a market economic system, such as 
the United States, allow individuals much more access to the global 
economy. This provides business opportunities for entrepreneurs 
who wish to trade with people in other nations.

Exporting and Importing
 Exporting is the business activity in which goods or services are 
sent from a country and sold to foreign consumers.  Importing is 
the business activity in which goods and services are brought into 

Thinking Globally, 
Acting Locally2.2

OBJECTIVES

 ⦁ Define the global economy
 ⦁ Identify factors that affect entrepreneurs in international trade
 ⦁ Describe relationships between the global economy and the 

local economy

VOCABULARY

 ⦁ exporting

 ⦁ fair trade

 ⦁ foreign exchange rate

 ⦁ global economy

 ⦁ importing

 ⦁ local economy

 ⦁ quota

 ⦁ sustainability

 ⦁ sustainable economic 
development

 ⦁ tariff

 ⦁ trade barrier
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a country from foreign suppliers. Goods are physical objects, so they 
are imported and exported by shipping—for example, by truck, train, 
plane, or ship. Services are not physical objects. They are actions pro-
vided by people for a fee. For example, an engineering firm located in 
one country exports its services when it provides engineering advice to 
customers in another country. Services can be exported and imported 
in various ways. People travel between countries to provide services. 
They can also use traditional delivery methods (such as the postal 
system), or modern telecommunications to provide services.

Technology and the Global Economy
Advancements in shipping, travel, and telecommunications permit much 
more international trade than in the past. Goods ship over water, land, 
and air routes and can circle the world in a matter of days or weeks. Pas-
senger and freight airlines have added more foreign destinations to their 
routes, allowing goods and businesspeople greater access to international 
trading. Modern means of telecommunications—phone, fax, e-mail, 
and Internet—connect suppliers and consumers around the world. The 
Internet, in particular, has made international trade easier, faster, and 
more convenient than ever before.

What is the global economy?

Most of us want to stay in touch with the friends we 
made in high school and college. But what does this 
have to do with entrepreneurship? More than you think.

In this age of hyper-connection through Websites 
such as Facebook, LinkedIn, and MySpace, a person’s 
group of friends and contacts from school is a great 
way to get the word out about a new business. Many 
schools off er formal alumni organizations just for this 
purpose. Although grads have usually maintained 
these connections through events and newsletters, 
today it is possible to keep a more active connection 
alive online. By posting to alumni forums, comment-
ing on a former classmate’s blog, or simply updating 
their Facebook status long after graduation, entre-
preneurs have a built-in audience for their entrepre-
neurial eff orts.

Maintaining connections between alumni can 
benefi t entrepreneurs in many ways. School friends 
and contacts can help spread positive word of mouth 
for the launch of a new product or can refer good 
potential employees when it is time to hire someone. 
Maintaining these friendships is just one more way of 
“acting locally.”

THINKING CRITICALLY
Applying Concepts. Working with a partner, come 
up with three or four ways your friends from school 
might help you succeed as an entrepreneur.

To read more about alumni networks, go to 
“Entrepreneurship Issues” on the Student Center 
at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Alumni Networks



Entrepreneurship & the Economy  41

Entrepreneurs and International Trade
Entrepreneurs can benefit from international trade by exporting goods 
or services that are in demand in foreign countries. Entrepreneurs may 
also benefit from importing. For example, they may import foreign 
goods to resell in their own country or they may import foreign materi-
als that they then use to produce goods. These exchanges will only be 
financially beneficial to entrepreneurs if the supply and demand factors 
result in prices consumers will be willing to pay.

Business risks can be associated with international trade. To properly 
assess these risks, entrepreneurs must learn about the economic and 
monetary systems of the foreign countries in which they wish to do 
business. They also must learn about government regulations relating 
to exporting and importing. In addition to financial and political chal-
lenges, there are also cultural factors to consider. Wise entrepreneurs 
examine all of the possible consequences (both good and bad) for their 
businesses before engaging in international trade.

Trade Barriers
Governments are often protective of the resources within their bor-
ders. Even nations with market economies typically put restrictions on 
international trade. There are two main reasons for 
this. First, most nations want to give their domestic 
businesses a competitive advantage over foreign ones 
selling the same product or service. Second, govern-
ments want to protect their consumers from foreign 
goods that might be unsafe or of poor quality.

A trade barrier is a governmental restriction on 
international trade. The most common trade barri-
ers are tariffs and quotas on imports. A tariff is a 
fee, similar to a tax, that importers must pay on the 
goods they import. A quota is a limit on the quantity 
of a product that can be imported into a country. 
Countries use tariffs and quotas to give their domes-
tic suppliers the best possible chance to meet demand 
within the country. Entrepreneurs must be aware of 
tariffs or quotas that apply to products they wish to 
import or export.

Foreign Exchange Rates
Many types of money are in use around the world. 
In general, each country or group of countries has 
its own type of money. Examples include the U.S. 
dollar, the Japanese yen, the Chinese yuan, the 
Canadian dollar, the British pound, the Mexican 
peso, and the euro (the currency unit of the Euro-
pean Union, a group of European countries).

 ▼ Foreign exchange rate board
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International sellers and buyers have to be able to calculate the value 
of one currency in relation to another. To do this they need to know the 
foreign exchange rate. This is the value of one currency unit in relation 
to another. Imagine that 1 U.S. dollar has an exchange rate of 0.50 British 
pounds. This would mean that $1 has the same value as 0.50 British 
pounds. Foreign exchange rates change day to day and must be monitored 
closely by entrepreneurs engaged in international trade. American and 
British businesses trading with each other would need to use the most 
current exchange rate to convert prices between the two currencies.

Fair Trade
Fair trade is a policy encouraged by private organizations with the goal 
of ensuring that small producers in developing nations earn sufficient 
profit on their exported goods to improve their working, environmen-
tal, and social conditions. Typical products include handmade crafts and 
farmed goods, such as coffee or bananas. Fair trade organizations help 
link small producers in developing countries with foreign merchants 
and consumers interested in encouraging fair trade. U.S. entrepreneurs 

interested in selling fair 
trade goods can coordinate 
with these organizations to 
import and resell goods to 
American consumers.

Respecting Other Cultures
Entrepreneurs who wish 
to engage in international 
trade need to show respect 
for the culture of the people 
with whom they want to do 
business. “Culture” includes 
language, beliefs, attitudes, 
customs, manners, and hab-
its. Obviously, a nation can 
include people of many dif-
ferent cultures; however, 
many people within a coun-
try often share general char-
acteristics. In addition, busi-
nesspeople in most societies 
follow particular social rules 
and customs called etiquette. 
Entrepreneurs should learn 
and follow the business eti-
quette practiced in foreign 
countries where they want 
to do business.

▼  Figure 2-6

Respecting Other Cultures
Entrepreneurs need to show 
respect for the culture of the 
people with whom they do 
business.
Predicting. Would you be inclined 
to do business with someone who 
you felt did not show respect for your 
culture?



Entrepreneurship & the Economy  43

Entrepreneurs who fail to respect the cultures of foreign trad-
ing partners will most likely be unable to take advantage of business 
opportunities.

What is a trade barrier?

The Local Economy
Eff ects of Entrepreneurship on the Local Economy
A  local economy covers a limited area, such as a community or town. 
Because many entrepreneurs operate small businesses that sell primar-
ily to local consumers, entrepreneurship has a profound effect on local 
economies. Entrepreneurs can benefit their local economies in the 
following ways:

 ⦁ Purchasing materials and supplies from local merchants

 ⦁ Opening an account at a local bank, credit union, or other 
financial institution

 ⦁ Joining a local business association, trade group, or civic 
organization that supports local economic development

 ⦁ Paying local taxes that benefit schools and other public services

 ⦁ Investing money in local businesses

 ⦁ Donating money, time, or goods to local charities and 
organizations

 ⦁ Hiring local employees (this produces multiple benefits for the 
local economy, because the employees will likely spend their 
wages in the area)

 ⦁ Supplying goods and services to local consumers

Entrepreneurs engaged in international trade will provide these ben-
efits to their own local economies but will also indirectly help the 
local economies of their foreign trading partners. For example, a U.S. 
entrepreneur who buys cloth from Africa is likely to affect a local 
economy there.

Importance of Sustainability
It is important that economic development does not harm society or 
the environment but ensures that human and natural resources are 
maintained for future generations. This is referred to as  sustainable 
economic development, or sustainability. The goal of sustainability is 
to maintain and perhaps even to improve the quality of human life and 
the quality of the environment. Entrepreneurs who support sustainability 
consider the welfare of people and the environment in their business 
practices—for example, by using recyclable packaging.
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Although sustainability is an idea of global importance, it is mainly 
practiced at the local level. When an entrepreneur’s decisions and actions 
incorporate sustainability, the local economy benefits. And, as one local 
economy after another benefits from sustainability, the global economy 
will benefit as well. Entrepreneurs who focus on sustainability provide 
an excellent example of thinking globally but acting locally.

What is a local economy?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 2.2 of the Business Plan Project in your Study Guide, or 
Section 2.2 in BizTech.

Reviewing Objectives
1. What roles do exporting and importing play 

in the global economy?

2. Name three challenges entrepreneurs face in 
international trade.

3. List four ways an entrepreneur can help his or 
her local economy.

Critical Thinking
. Predicting. What likely eff ect will a new tariff  

have on the price of an imported product? 
Why?

. Drawing Conclusions. The United States is 
a large and wealthy nation with many natural 
and human resources within its own borders. 
So why does the United States import goods 
and services?

Working Together
Working with team members, research the primary 
exports and imports of the United States and the 
countries with which America trades. Write a short 
report that includes tables and charts summariz-
ing the data. In the report, discuss the following 
points: What is America’s supply specialization? 
Who are America’s primary trading partners? Why?

ASSESSMENT 2.2

Culture Smarts
Imagine you have a small business selling 
screen-printed T-shirts. You want to begin 
selling the T-shirts via an Internet Website 
to customers outside the United States. Pick 
a country and list five things you should 
research about its culture before you set up 
your Website.

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies
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ENTREPRENEUR PROFILE

Nonprofi t versus Profi t
Nadia Campbell has been an entrepreneur since she 
was 11. Back then she founded The Victorian Hands 
Foundation. It’s a not-for-profi t organization dedi-
cated to enhancing awareness and respect among 
the younger generation for our elderly. “It has been an 
extremely gratifying 14 years,” said Nadia. “Even those 
who were skeptical in the beginning were able to see 
the diff erence their time was making.”

Starting a For-Profit Company
At 24, Nadia saw an opportunity to start a for-profi t 
day spa in her community. Nadia had been to spas for 
facials and massages, but she didn’t have any experi-
ence running one. She knew the basics of business 
from her foundation and from an online entrepreneur-
ial course she had taken.

“I did a lot of research on the income levels and 
needs of my community as well as on the spa industry’s 
growth and latest trends,” said Nadia. For her spa, called 
Jewel in the Crown, she rented two fl oors of a building. 
Then she put together a staff  of experienced profes-
sionals. “We have a great pampering team of massage 
tharapists, aestheticians, and nail technicians. Our staff  
is passionate about their work, and providing quality 
customer service is our priority.”

Making Mistakes
Like any businessperson, Nadia made some early 
mistakes. Against the advice of her family, she hired 
a receptionist who didn’t work out. “It was a waste of 
money,” said Nadia, “money I should have been saving. 
I would have preferred to do it myself and go a little 
crazy for a couple of months until I could fi nd a solu-
tion.” Her solution ultimately was using interns who are 
willing to work without pay for the experience.

Managing interns is a skill Nadia had learned from 
her earlier experience in her nonprofi t. There, she had 
no problem fi nding volunteers to help with everything 
from Web design to visiting seniors. But in the for-profi t 
world, Nadia was surprised to fi nd that “No one wanted 
to volunteer their time. You have to pay people to do 
work, even to pass out a brochure.”

Learning on the Job
For Nadia, running a spa has given her the oppor-
tunity to learn about herself. “I didn’t realize I knew 

how to do certain things, like come up with creative 
marketing techniques,” she said. “That is a skill that 
I don’t have to use as often in the nonprofi t sector.”

She is now marketing her spa online, as well as 
advertising on the radio and in newspapers. “We’ve 
sponsored and hosted events, as well as rent space. 
We focus on all levels of marketing, especially word 
of mouth.”

How does this all feel to Nadia? “I feel blessed to 
have the opportunity to run a nonprofi t and open a 
for-profi t business that encourages others to reduce 
stress.”

Thinking Like an Entrepreneur
1. Nadia carried out research on her community 

to fi nd out how to price the services in her spa. 
What other reasons are there to research a 
community?

2. Why didn’t people want to volunteer their ser-
vices to help Nadia with her spa? Would you 
have been surprised at this?

3. Would you be comfortable learning on the job, 
or would you prefer not to have any surprises 
and to have everything prepared for you?
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CHAPTER SUMMARY

2.1 Importance of Entrepreneurship in the Economy
Economics is concerned with how people satisfy their demand for goods and 
services when the supply of those goods and services is limited. An economic 
system is used by society to allocate goods and services for its people and to 
cope with scarcity. Economic systems answer the four fundamental questions 
of economics. There are three main types of economic systems: command 
economy, market economy, and a mixed economy. The United States and 
many other democratic nations are generally market economies. They feature 
voluntary exchange and freedom of choice. Prices in a market economy are 
affected by supply and demand. Supply and demand can be graphed as curves, 
with the equilibrium point where the two curves intersect—indicating that 
supply and demand are balanced. Competition affects supply and demand. 
The profit motive is an incentive for entrepreneurs to take business risks in the 
hope of making a profit. The economics of one unit is a calculation of profit 
or loss from one unit of sale. Nonprofit organizations differ from for-profit 
businesses in how they can use profit.

2.2 Thinking Globally, Acting Locally
The global economy encompasses the world. International trade consists 
of exporting and importing. The risks and challenges of international trade 
include trade barriers (tariffs and quotas), shifting foreign exchange rates, and 
cultural differences between nations. Entrepreneurs should practice the rules 
and customs of business etiquette in countries where they wish to do busi-
ness. Entrepreneurs can play vital roles in both local economies and the global 
economy as they work to achieve social and environmental goals. Increasingly, 
companies are becoming concerned with sustainable economic development 
that does not harm society or the environment, but ensures that human and 
natural resources are maintained for future generations.

REVIEW VOCABULARY
Imagine you are a journalist writing an article for an English-language magazine published in a foreign country. 
Use at least 15 of the following terms in an article describing the role of entrepreneurs in the U.S. economic system:

 ⦁ capitalism (p. 30)

 ⦁ command economy (p. 28)

 ⦁ demand (p. 30)

 ⦁ economic system (p. 28)

 ⦁ economics (p. 27)

 ⦁ economics of one unit (p. 36)

 ⦁ economy (p. 28)

 ⦁ equilibrium point (p. 32)

 ⦁ equilibrium price (p. 33)

 ⦁ equilibrium quantity (p. 32)

 ⦁ exporting (p. 39)

 ⦁ free enterprise system (p. 30)

 ⦁ global economy (p. 39)

 ⦁ importing (p. 39)

 ⦁ local economy (p. 43)

 ⦁ market economy (p. 28)

 ⦁ mixed economy (p. 28)

 ⦁ profit motive (p. 35)

 ⦁ scarcity (p. 28)

 ⦁ supply (p. 30)

 ⦁ sustainable economic 
development (p. 43)

 ⦁ tariff (p. 41)

 ⦁ voluntary exchange (p. 30)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Which of the following is a problem a nation 
might attempt to solve through its economic 
system?

a. limited supply of goods and services
b. democracy
c. entrepreneur’s profi t motive
d. all of the above

2. The equilibrium price is
a. the price set by the government
b. the price at which supply equals demand
c. the price at which exports equal imports
d. the price set by the foreign exchange rate

3. Profi t is benefi cial to entrepreneurs because
a. profi t builds wealth and fi nancial 

independence
b. profi t is the equilibrium quantity on a 

supply and demand curve
c. profi t is a barrier to international trade
d. profi t is the answer to one of the funda-

mental questions of economics

4. A market economy is also called
a. socialism
b. capitalism
c. free enterprise system
d. b and c

5. The profi t motive is
a. the money left over after expenses are 

subtracted from sales
b. the economics of one unit
c. a reason entrepreneurs take on business 

risks
d. profi t calculated as a percentage of 

expenses

6. Which of the following statements about 
competition is false?

a. competition motivates entrepreneurs to 
introduce new products to consumers

b. competition between suppliers drives 
prices upward

c. competition between consumers benefi ts 
suppliers

d. competition occurs between suppliers and 
between consumers

7. Importing and exporting are activities primarily 
associated with

a. nonprofi t organizations
b. the profi t motive
c. the economics of one unit
d. the global economy

8. The economics of one unit is a calculation of
a. the equilibrium quantity on a supply curve
b. how many items an entrepreneur has for 

sale
c. the profi t or loss associated with a unit of 

sale
d. foreign demand for an entrepreneur’s 

product

9. The United States economy is best described as
a. a pure market economy in which the gov-

ernment plays no role in the economy
b. a pure command economy in which the 

government controls the economy
c. a mixed economy in which suppliers and 

consumers play the primary role
d. a socialist economy in which suppliers and 

consumers play the primary role

10. Which of the following challenges poses a busi-
ness risk to entrepreneurs who want to conduct 
international trade?

a. tariff s that must be paid to import goods
b. cultural diff erences between nations
c. trade barriers
d. all of the above

11. A nonprofi t organization
a. is not allowed to make a profi t
b. must use any profi t it earns to further its 

social mission
c. can use profi t any way it sees fi t
d. uses profi t for the fi nancial gain of its 

operators

12. A local economy is best described as
a. the fl ow of goods and services within a 

community
b. the fl ow of goods and services in interna-

tional trade
c. an economic system based on foreign 

exchange rates
d. an economic system dominated by non-

profi t organizations
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13. You want to do business in a foreign nation. 
Research business etiquette in that country and 
use a partner to demonstrate to the class at least 
three rules or customs an American entrepreneur 
should practice when meeting with business-
people there.

14. You operate a nonprofi t organization that benefi ts 
society. Imagine that your classmates are success-
ful entrepreneurs gathered for a convention. Give 
a speech in which you try to convince them to 
donate some of their profi ts to your organization.

15. Imagine that you support fair trade and you import 
decorative fabric produced in a foreign village. You 
make jackets that you sell in your store. The U.S. 
government wants to put a high tariff  on this type 
of fabric. Write a letter addressed to your congress-
person about why you oppose this tariff .

16. Use the following supply and demand data for a 
cake business to draw a supply and demand curve. 
Circle the equilibrium point. How many cakes 
should the entrepreneur supply each week? Why? 
What price should the entrepreneur charge for 
each cake? Why?

17. Here are the expenses for your silk-screened 
T-shirt business: $5 for each plain T-shirt and $3 
per T-shirt for ink, other supplies, and the cost of 
silk screening. You sell the T-shirts for $10 each. 
Calculate the economics of one unit of sale. What 
is the percentage of profi t based on price?

18. You buy glow sticks for 50 cents each and sell them 
for $1 each at park concerts. One night a citywide 
blackout occurs. People at the dark concert want 
desperately to buy your glow sticks. Should you 
raise the price? Why or why not?

19. Working with several classmates, survey local 
businesses to compile a list of at least 20 products 
that are imported from foreign nations. Strive for 
variety in the products and countries. On a world 
map, draw an arrow from each foreign nation to 
your community. List the imported product above 
the line.

20. Interview a local entrepreneur or small-business 
owner whose enterprise involves producing goods 
and/or providing services. Determine the answers 
to the four fundamental questions of economics 
for that business. Write a one-page report summa-
rizing the results.

Quantity per wk. 2 4 6 8 12 14
Price per cake $5 $10 $15 $20 $30 $35

Quantity per wk. 19 16 13 10 7 4
Price per cake $10 $15 $20 $25 $30 $35

Supply

Demand
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ENTREPRENEURS & TECHNOLOGY

Information Technology
When you combine computers with communications 
technology, you get information technology. Broadly 
defined, information technology (IT) is the study, 
design, development, implementation, support, and 
management of computer-based information systems. 
It is particularly focused on software applications and 
computer hardware.

Whenever you use a computer or computer software 
to convert, store, process, transmit, or retrieve infor-
mation, you are using information technology. Think 
about it. A video game is an example of information 
technology. So is word processing software, such as 
Microsoft Office Word®. So is a spreadsheet program, 
such as Microsoft Office Excel®. So is a search engine, 
such as Google®. A program for manipulating any type 
of data is an example of information technology.

Data Storage
Data storage is one of the most important aspects of 
information technology. It’s also an area in which vast 
improvements have been made over the last decade. 
There are two basic types of storage: primary storage 
and secondary storage. Primary storage is contained 
in the computer and is directly accessed by the central 
processing unit (CPU). The CPU does all the actual 
computing. Primary storage is also referred to as ran-
dom access memory (RAM). When you turn off your 
computer, all the data stored in its primary storage, in 
RAM, is wiped clean.

Secondary storage isn’t directly accessed by the 
CPU. It’s a more permanent type of storage and doesn’t 
lose data when the computer is turned off. The most 

common type of secondary storage is 
a computer’s hard drive. Other com-

mon types of secondary storage 
are CDs, DVDs, USB sticks, floppy 
disks, and tape drives. Because 
these drives aren’t directly 

accessed by the CPU, the time it 
takes for the CPU to access them is a bit 

slower than for primary storage. For example, the time 
it takes to access data in primary storage is measured in 

billionths of a second (nanoseconds), while the time it 
takes to access information on a hard drive is measured 
in thousandths of a second (milliseconds).

IT Professionals
Most businesses require the assistance of informa-
tion technology professionals to install applications, 
design networks and information databases, and man-
age data and all aspects of that business’s information 
technology. Large companies tend to have IT groups—
employees within the company—who provide these 
services. Smaller companies often hire independent 
IT specialists. A small company may pay IT specialists 
by the hour or, as a way to budget for their IT needs, 
pay a set amount each month for the assistance of an 
independent IT group who then is on call.

As information systems become more complex and 
businesses require Websites and sell their products on 
the Internet, the day when business owners could take 
care of their own IT needs is fast disappearing.

⦁ central processing 
unit (CPU)

⦁ information 
technology (IT)

⦁ milliseconds

⦁ nanoseconds
⦁ primary storage
⦁ random access 

memory (RAM)
⦁ secondary storage

Check Yourself
1. What is information technology?

2. What are the two types of storage?

3. What are some types of secondary storage?

4. What does an IT professional do?

What Do You Think?
Solving Problems. If you were a business owner 
who was experienced with information technology, 
would you choose to manage your company’s IT? 
Explain your answer.

Tech Vocabulary

common type of secondary storage is 

accessed by the CPU, the time it 
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Answer this question:

When I think of “business,” what type of business do I think 
of fi rst?

Write down the fi rst type of business that comes into your head.

Types of Business
In general, businesses are divided into four broad categories, 
depending on their primary function and the kinds of products 
they sell.

Manufacturing Businesses
 A manufacturing business (manufacturer) converts materials 
into goods suitable for use and then sells those goods to others. 
Manufactured products typically fall into two categories: industrial 
and consumer. Industrial goods are sold to other manufacturing 
businesses. Examples include metal and plastic parts, lumber, and 
heavy machinery. Consumer goods are products that are eventu-
ally bought by the public.

Small manufacturing businesses that produce consumer goods 
sometimes sell directly to the public. For example, entrepreneurs 
making baked goods, silk-screened T-shirts, or jewelry most often 
sell their products directly to consumers. Large manufacturing 
businesses usually do not sell directly to consumers. They may 
sell to wholesalers.

Types of Business3.1
OBJECTIVES

 ⦁ Identify the four main types of business
 ⦁ Examine trends in business startups in recent decades
 ⦁ Explore growth expectations for business

VOCABULARY

 ⦁ franchise

 ⦁ manufacturer

 ⦁ manufacturing business

 ⦁ North American Industry 
Classification System

 ⦁ reseller’s permit

 ⦁ retailer

 ⦁ retailing business

 ⦁ service business

 ⦁ trade business

 ⦁ wholesaler

 ⦁ wholesaling business
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Wholesaling Businesses
A  wholesaling business ( wholesaler) buys goods in large quantities, 
typically from manufacturers, and resells them in smaller batches to 
retailers. Wholesalers are also known as middlemen, go-betweens, dis-
tributors, or intermediaries because they provide a link between manu-
facturers and retailers, who sell goods to consumers. Wholesalers do not 
generally sell directly to the public.

Retailing Businesses
 A retailing business ( retailer) buys goods, often from wholesalers, and 
resells them directly to consumers, who are the end buyers. Retailing 
businesses are stores, shops, and boutiques. They sell groceries, clothing, 

shoes, household goods, computers, CDs, sporting goods, cosmet-
ics, jewelry, and thousands of other consumer items directly to end 

buyers. Retailing businesses include traditional stores that 
people visit in person and online stores that sell from 
the Internet. Some retailers also sell through catalogs.

In most states retailers must have a special permit 
(often called a  reseller’s permit) to purchase goods 

tax-free from wholesalers and collect sales tax 
from the end buyers.

A business that is either a 
wholesale or retail business 
is commonly referred to as 
a  trade business.

Service Businesses
 A service business pro-
vides services to customers 

for a fee. Service businesses 
provide a wide variety of pro-

fessional, technical, and every-
day services that people need 
and want. Examples include 

engineering, legal, medi-
cal, accounting, garbage 
pick-up, package delivery, 
dry cleaning, auto repair, 
baby sitting, pet sitting, 
music lessons, tutor-
ing, house cleaning, and 
landscaping.

Most states and some 
local governments have 
licensing requirements for 
people who provide partic-
ular services. This applies to 
professionals (doctors, den-
tists, engineers, lawyers, 

businesses are stores, shops, and boutiques. They sell groceries, clothing, 
shoes, household goods, computers, CDs, sporting goods, cosmet-

ics, jewelry, and thousands of other consumer items directly to end 
buyers. Retailing businesses include traditional stores that 

people visit in person and online stores that sell from 
the Internet. Some retailers also sell through catalogs.

In most states retailers must have a special permit 
(often called a  reseller’s permitreseller’s permit(often called a  reseller’s permit(often called a  

tax-free from wholesalers and collect sales tax 
from the end buyers.

provide a wide variety of pro-
fessional, technical, and every-

day services that people need 
and want. Examples include 

▼  Figure ˜-°

Service Business
A service business sells services to 
customers.
Classifying. This entrepreneur 
owns a barber shop. What other 
types of service businesses do you 
encounter on a regular basis?
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and so on) as well as other types of service providers, such as hairstylists, 
dog walkers, automobile mechanics, athletic trainers, and daycare pro-
viders. In addition, some states require service businesses selling taxable 
services to have a permit to collect sales tax from their customers.

Special Types of Businesses
Farming is a special type of business. Sometimes it is more like manufactur-
ing (if the agricultural products are used to create new products, as when 
grain is used to make bread). Farming is a combination of manufacturing 
and retailing when fruits or vegetables are sold directly to the consumer.

Mining is another special type of business. Often referred to as an 
“extraction business,” mining takes resources from the environment and 
converts them into a form that can typically be sold to manufacturers. 
Examples of extraction businesses are copper mining, oil drilling, and 
converting sea salt to table salt.

What are the four main types of business?

Some high school students have a good idea about 
what type of work they want to do after graduation. 
Others may be undecided about their future plans. 
They need to know more about careers that suit their 
skills.

If you know the field you hope to work in, you 
can plan a career pathway while still in high school. 
If you intend to go on to college, you will need to 
think about what to study. Your college major may 
require you to take specific math, science, or foreign 
language courses in high school. If you haven’t taken 
these courses, you will have to take them in college 
before you can actually begin taking the courses that 
interest you. If you want to follow a specific career, 
ask your guidance counselor for help in choosing 
courses that fit with your prospective plans.

If you are not sure about a career path, ask your 
guidance counselor about tests designed to match 
your interests and abilities to specific occupations. The 
results may lead you to some possibilities for which 
you are especially suited.

THINKING CRITICALLY
Analyzing Information. Take a career aptitude 
test online (at www.careerkey.org). List the career 

options suggested by the test and then describe 
your reaction to these options.

To read more about career orientation, go to 
“Your Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Career Orientation
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Trends in Business Startups
Over the past fifty years the business make-up of the United States has 
changed significantly. In the 1950s, the country’s dominant industry, 
in terms of national income and number of employees, was manufactur-
ing. Wholesale and retail businesses were also important, but service 
businesses played a relatively minor role in the economy.

During the 1950s and 1960s, America experienced a boom in fran-
chising. A  franchise is an arrangement in which an established company 
sells the right for others to use the company’s name and operating plan to 
sell products or services. Franchising became popular in the service and 
retail industries, particularly among fast food restaurants. McDonald’s 
is one of the best-known franchise companies in the world.

After 1950, manufacturing began to be less important in the U.S. 
economy. By 1970, service, wholesale, and retail businesses accounted 
for the majority of America’s economic production. The vast majority 
of businesses started in the 2000s have been service and trade busi-
nesses. According to the U.S. State Department, private companies in 
the service industry created nearly two-thirds of America’s economic 
production in 2006.

Which types of business dominate the U.S. economy today?

FASTEST-GROWING  INDUSTRIES

Rank Industry NAICS #

1. Management, scientiÿ c, and technical consulting services 5416

2. Individual and family services 6241

3. Home health-care services 6216

4. Financial investments and related services 523

5. Facilities support services 5612

6. Residential care facilities and related services 6232, 6233, 6239

7. Independent artists, writers, and performers 7115

8. Computer-systems design and related services 5415

9. Museums, historical sites, and similar institutions 712

10. Child daycare services 6244
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Reviewing Objectives
°. What is the di° erence between wholesale 

and retail businesses?
˛. What types of businesses have had the most 

startups in the past decade?
˜. What type of business is expected to undergo 

the greatest growth over the coming decade?

Critical Thinking
˝. Classifying. Using the four business types, 

how would you classify the following: 
(a) r̨estaurants, (b) construction companies, 
(c) a company that produces music videos?

˙. Inferring. Based on the examples given 
of service providers that must have state 
licenses, why do you think states have licens-
ing requirements for certain occupations?

Working Together
Working with three classmates, use the Internet 
or other resources to learn exactly what kinds of 

businesses are included in each NAICS category 
under “Businesses of the Future.” Choose three 
businesses within a category. Prepare a short 
presentation that analyzes why these three busi-
nesses can be expected to grow so strongly. Use 
statistics to support your presentation.

ASSESSMENT 3.1

Dog Food
The dog food industry is not usually associ-
ated with entrepreneurship. However, in 
recent years, entrepreneurs have introduced 
new options for healthy dog food and dog 
treats. These innovations are revolutionary 
for a society that, despite spending mil-
lions on pet-related care, hasn’t focused on 
healthy food. Write a short paper describing 
some of these innovations. Do you think they 
will be embraced by society at large? Explain 
why or why not.

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies

Businesses of the Future
The  North American Industry Classification System (NAICS) 
assigns a numerical code to every industry in North America based 
on its primary business function. NAICS codes are useful for clas-
sifying particular types of businesses. The U.S. Department of Labor 
makes predictions on which industries will likely experience the larg-
est growth in number of employees in the following decade. The top 
ten companies have one thing in common: they provide some type 
of service. This demonstrates that service businesses are expected to 
dominate the U.S. economy through 2020.

Which type of business is predicted to dominate the U.S. 
economy in the future?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 3.1 of the Business Plan Project in your Study Guide, or 
Section 3.1 in BizTech.
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Consider this question: 

If a business fails, should the owner be responsible for paying 
its debts, even if it means selling a home or car?

Write your answer on a piece of paper and be prepared to discuss it in class.

Liability of Business Owners
When considering the types of business ownership, an important 
consideration is the owner’s  liability. This is the legal obligation 
of a business owner to use personal money and possessions to 
pay the debts of the business. These business debts could include 
loans that must be repaid, money owed to other businesses, and 
judgments resulting from lawsuits against the business.

 Un limited liability means that a business owner can be legally 
forced to use personal money and possessions to pay the debts 
of the business. Limited liability means that a business owner 
cannot be legally forced to use personal money and possessions 
to pay business debt. Business owners with limited liability only 
risk the money specifically invested in the business. The level of 
liability for a business owner depends on the type of ownership 
structure used by the business.

What is liability?

Types of Business 
Ownership3.2

OBJECTIVES

 ⦁ Define liability
 ⦁ Examine sole proprietorships
 ⦁ Learn about partnerships
 ⦁ Examine corporations
 ⦁ Understand cooperatives

VOCABULARY

 ⦁ C corporation

 ⦁ cooperative

 ⦁ corporation

 ⦁ dividend

 ⦁ general partnership

 ⦁ incorporate

 ⦁ liability

 ⦁ limited liability

 ⦁ limited liability company

 ⦁ limited partnership

 ⦁ nonprofit corporation

 ⦁ partnership

 ⦁ partnership agreement

 ⦁ share of stock

 ⦁ shareholders

 ⦁ sole proprietorship

 ⦁ stockholders

 ⦁ subchapter S corporation

 ⦁ unlimited liability
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Sole Proprietorships
A  sole proprietorship (pruh-PRY-uh-tur-ship) is a legally defined type 
of business ownership in which a single individual owns the business, 
collects all profit from it, and has unlimited liability for its debt. In 
the eyes of the law, the owner and the business are one and the same. 
Most small businesses operate as sole proprietorships, particularly new 
ones. The vast majority of all businesses in the United States are sole 
proprietorships.

Advantages
The sole proprietorship is the simplest and least expensive option for 
business ownership. Because the owner and the business are one and 
the same, business income and costs are reported on the owner’s per-
sonal income tax return. This means less paperwork and easier tax 
accounting for the sole proprietor. The sole proprietor is also the sole 
decision maker, with complete control over the management of the 
business.

Disadvantages
In a sole proprietorship, only one individual is responsible for the busi-
ness. That person has to carry a heavy workload—raising the financial 
backing to set up, operate, and expand the business. The sole proprietor 
has unlimited liability for any business debts. As noted previously, this 
means that the owner’s personal money and possessions (house, car, 
and so on) are at risk if they are needed to pay business debts.

Sole proprietors often find it difficult to borrow money or attract 
investors. If they are unable to work, or make poor decisions, the busi-
ness could fail. Lenders and investors are reluctant to take that risk. 
Because of this lack of access to outside cash, sole proprietors often 
find it difficult to expand their businesses.

How to Set Up a Sole Proprietorship
For federal tax purposes, any business not specifically organized under 
a more complicated ownership structure is considered a sole propri-
etorship. Federal, state, and local government regulations must be 
considered when setting up a sole proprietorship. Most communities 
require a business license, at least. In addition, there are usually other 
requirements, such as:

 ⦁ Naming the Business. An entrepreneur may choose to use 
his or her name as the business name. For example, John 
Washington provides pet sitting, using his own name. He could 
also choose Westside Pet Sitting, John’s Pet Sitting, or Super 
Pets. Any business name other than the owner’s name is called 
a trade name, or a D.B.A. (“Doing Business As”) name. Some 
states require sole proprietorships to register their names with a 
state or local government agency.
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⦁ Tax I.D. Number. The federal government and some state gov-
ernments require every business to have a taxpayer identification 
number. Typically, sole proprietors can use their Social Security 
numbers for this purpose, as long as the business has no other 
employees. If employees are hired, the entrepreneur must obtain 
an Employer Identification Number (or EIN). There are other 
situations in which EINs are necessary, so entrepreneurs must 
research the requirements carefully.

What is a sole proprietorship?

Partnerships
A  partnership is a legally defined type of business organization in which 
at least two individuals share the management, profit, and liability. The 
most common form of partnership is a general partnership. In a  general 
partnership, all partners have unlimited liability. Like sole proprietors, 
general partners are personally responsible for business debt. Because 
they assume personal financial risk, general partners usually take an 
active role in a business.

A  limited partnership is structured so that at least one partner 
(the general partner) has limited liability for the debts of the business. 

▲  Figure ˜-˛

Sole Proprietorship
In a sole proprietorship, only 
one person is responsible for the 
business.
Comparing/Contrasting. What 
do you think the advantages and 
disadvantages of this sole propri-
etorship would be?
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The other partners have no say in the company’s day-to-day operation 
but are only investors.

Advantages
A general partnership is much like a sole proprietorship as far as estab-
lishment and taxes are concerned. Setting up and maintaining a general 
partnership is relatively simple. It requires little paperwork compared 
to a corporate structure. 

The primary advantage of a general partnership compared to a sole 
proprietorship is that a general partnership can rely on the entrepre-
neurial skills and financial backing of at least two individuals instead 
of just one. This makes it easier for a partnership to borrow money or 
appeal to outside investors. Also, general partnerships can attract and 
motivate employees with the incentive of becoming partners in the 
business at some point in the future.

Disadvantages
Because general partners have unlimited liability, they risk losing per-
sonal money and possessions to pay business debts. Partnerships have 
three main disadvantages compared to sole proprietorships. First, profit 
is split between the partners. Second, each partner is responsible for 
the business-related actions of all the others. And, third, partners may 
have trouble agreeing on how the business should be operated.

When you think of a typical business owner, do you 
picture someone in a suit sitting in a fancy o  ̋ ce? Well, 
these days business owners can be found everywhere, 
from the copy room to the factory ̇  oor. Several large 
businesses are employee-owned cooperatives, which 
means that the employees own the company’s stock 
and make the decisions about how it is operated. As 
with other corporations, a share of company stock rep-
resents a portion of ownership. An ESOP (Employee 
Stock Ownership Plan) is a formal arrangement that 
allows employees to participate in the ownership of 
a ÿ rm.

There are several good reasons for corporations to 
pursue an employee ownership structure. Productivity 
and proÿ tability increase when workers dedicate 
themselves to the business. The spirit of entrepreneur-
ship ÿ lters through the whole organization. Employees 

directly elect the people who will lead the company, 
and everyone takes responsibility for the business’s 
success. The Tribune Company and Woodman’s 
Food Market are two examples of employee-owned 
corporations.

THINKING CRITICALLY
Relating Concepts. Employee-owned corporations 
are like democratic forms of government, in which 
representatives are elected to lead a nation. In small 
groups, talk about the similarities and di° erences 
between ESOPs and democracies. List two similari-
ties and two di° erences.

To read more about employee-owned corporations, 
go to “Entrepreneurship Issues” on the Student Center 
at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Employee-Owned Corporations
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Writing a Partnership Agreement
Entrepreneurs should write a partnership agree-
ment before they go into business together. A 
partnership agreement is a legal document that 
clearly defines how the work, responsibilities, 
rewards, and liabilities of a partnership will be 
shared by the partners. It also specifies what will 
happen if a partner dies or decides to leave the 
business. A well-written partnership agreement 
can help partners avoid conflicts and concentrate 
on managing and growing the business.

What is a partnership?

Corporations
A  corporation is a legally defined type of busi-
ness ownership in which the business itself is 
considered a type of “person” (often referred to 
as an “entity”) under the law, and limited liability 
is granted to the business owner(s). Although a 
corporation may have only one owner, most have 
more than one. The owners of a corporation are 
called its  shareholders or  stockholders. A  share 
of stock is a unit of ownership in a corporation. 
Corporations sell shares to raise money. They 
may limit share ownership (within the founder’s 
family, perhaps) or offer it to the general public. 
Shareholders are said to have equity (financial 
ownership) in the corporation. In other words, 
anyone who owns at least one share is an owner. 
Each share may earn its owner a  dividend, which 
is a portion of the corporation’s profit. Most cor-
porations are  C corporations, which are taxed 
as an entity by the federal government.

The majority of states require a corporation 
to have a board of directors, consisting of one 
or more individuals responsible for making deci-
sions about how the business should be operated.

Advantages
Shareholders have a limited liability. They risk 
only the money they invested in the corporation. 
Shareholders can end their ownership by selling 
their shares to someone else. Shares also trade 

▲  Figure ˜-˜

Corporation
Most of the largest companies in 
the world are corporations.
Drawing Conclusions. Where 
would you feel more comfortable 
working—as an owner in a sole 
proprietorship or as an employee 
in a corporation?
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hands when shareholders die. The life span of a corporation is not tied 
to the life span of its owners. Many of America’s largest corporations 
have been in business for decades. Management of a corporation is 
delegated to the board of directors, who typically hire the corpora-
tion’s officers. All of this means corporations can raise money more 
easily than sole proprietorships and partnerships.

Disadvantages
The primary disadvantage of corporations is that they are more difficult 
and expensive to set up and maintain than other business structures. 
Corporations are regulated under state laws, so to incorporate means 
to set up a corporation in accordance with the laws of the particular 
state where the business is located. In general, corporations must fol-
low very specific procedures for keeping records and selling shares. In 
addition, corporations are not taxed the same way as sole proprietor-
ships and partnerships. Corporate profit is taxed twice. A corporation 
pays taxes on the profits it earns. Then the shareholders pay personal 
taxes on corporate dividends received.

Subchapter S Corporations
A subchapter S corporation differs from a C corporation in how 
it is taxed. It is not taxed as an entity, rather its income or loss is 
applied to each shareholder and appears on their tax returns. 
A subchapter S corporation is not taxed twice, so it may offer tax 
benefits to business owners. However, it also has more restrictions 
than a sole proprietorship or a partnership and is more complicated 
and expensive to set up.

Limited Liability Companies
A limited liability company is a legally defined type of business 
ownership similar to a C corporation, but with simpler operating 
requirements and tax procedures and greater liability protection for 
the business owners (who are called members). Like a corporation, it 
is possible for a limited liability company to be owned by only one 
individual. In recent years, the limited liability company has become a 
popular ownership option for professionals, such as doctors and law-
yers, because it combines the liability benefits of a corporation with 
the tax benefits of a sole proprietorship or partnership.

Nonprofit Corporations
A nonprofit corporation is a legally defined type of business owner-
ship in which the company operates not to provide profit for its share-
holders but to serve the good of society. It uses any profit to further 
its mission. Nonprofit corporations exist through donations to raise 
money rather than selling shares of ownership. The owners of non-
profit corporations have limited liability regarding the company’s debts. 
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Additionally, nonprofit corporations often receive special tax treatment 
from the Internal Revenue Service.

What is a corporation?

Cooperatives
A  cooperative is a business owned, controlled, and operated for the 
mutual benefit of its members—people who use its services, buy its 
goods, or are employed by it. For example, farmers form cooperatives 
to sell crops and buy farming equipment. In the U.S., cooperatives 
are not as common as other types of businesses and are often orga-
nized as corporations. Cooperatives often share their earnings with 
the membership as dividends.

What is a cooperative?

▼  Figure ˜-˝

Cooperatives
Farmers often form cooperatives to 
buy farming equipment.
Inferring. Why might it make sense 
for farmers to form cooperatives to 
buy farm equipment?
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Your Business Plan. Continue developing your standard business plan. 
Go to Section 3.2 of the Business Plan Project in your Study Guide, or 
Section 3.2 in BizTech.

Reviewing Objectives
°. What is the di° erence between limited and 

unlimited liability?

˛. How is a sole proprietorship di° erent from a 
general partnership?

˜. What is a partnership agreement?

˝. Name one advantage and one disadvantage 
of a corporation over a sole proprietorship.

˙. Who owns a cooperative?

Critical Thinking
ˇ. Comparing/Contrasting. A sole propri-

etor owns two businesses: a clock store and 
a skateboard outlet. Which business most 
needs limited liability? Why?

˘. Analyzing Information. What aspects of a 
proposed business should an entrepreneur 
consider before choosing a type of business 
ownership?

Working Together
Working as a team, write a partnership agree-
ment as if you were going into business 
together. Assume that some partners can work 
40 hours per week and others can only work 20 
hours. Also assume that some partners can con-
tribute $5,000 each to setting up the business 
and others can contribute $1,000. Be certain to 
specify in the agreement how the profits will be 
divided among the partners.

ASSESSMENT 3.2

Cooperative Energy
Many electric companies around the country 
are organized as cooperatives. These coop-
eratives are active in providing energy from 
renewable sources (for example, wind or solar 
power). Research electric cooperatives in your 
state and their renewable energy projects. If 
your state does not have an electric coopera-
tive, choose one that does. Prepare a brief 
report describing your findings.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience



 ▲ Joe Pascaretta
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ENTREPRENEUR PROFILE

Flying into Business
Joe Pascaretta and his friend Aaron Dowen had always 
been fascinated with computers. At the age of 11, they 
developed their ÿ rst Website together, where Aaron 
put up pictures of airplanes that Joe had taken. With 
this experience and their knowledge of the Internet, 
they designed a Website for a local construction com-
pany. With the design in hand, they went to the con-
struction company and got their ÿ rst customer.

Alps: Providing Internet Solutions
In August 1999, Joe and Aaron formed Alps Technology, 
LLC, as a Website development ÿ rm. In the beginning, 
Joe sold the company’s services to clients and Aaron 
built the Websites. They were very successful. Within 
two years, Alps Technology had 15 employees. They 
di° erentiated themselves from their competition by 
o° ering round-the-clock customer support every day 
of the week, complementary consulting services, and 
 ̇exible ÿ nancing options. They also narrowed their 

proÿ t margin. Because they were young, they had a 
lawyer co-sign contracts with their customers.

Taking Advantage of Opportunities: 
Alps Lawn Care
When a client told Joe that keeping up the grounds of 
his business was expensive, Joe saw a new opportu-
nity. In 2002, Alps Technology started the Alps Lawn 
Company. The Alps Lawn Company provided lawn 
cutting and landscape services and began with a 
single commercial lawnmower. As they added more 
customers, they hired managers and employees. In 
the ÿ rst year, they grossed over $100,000. To attract 
even more business, Alps Lawn Company used soft-
ware developed by Alps Technology to show custom-
ers what the ÿ nished landscaping would look like. 
Aerial photos of the landscaping were another sell-
ing tool. Because Joe had earned his pilot’s license, 
he was able to take the pictures. Within a few years, 
Alps Lawn Company serviced over 60 residential and 
commercial properties and grossed over one million 
dollars annually.

In 2008, Joe and Aaron formed a new company, Alps 
International, combining Alps Lawn Company and 
Alps Holding Group.

Overcoming Obstacles
“If we would have listened to other people’s advice, 
Alps and our successful joint ventures would have 
never been established,” said Joe in an article in Future 
CEO Stars Magazine. The boys discovered that people 
sometimes didn’t take them seriously because they 
were young. But they didn’t let their youth stop them. 
“In fact,” wrote Joe, “it motivated me to break through 
this age/image barrier and prove that, in fact, I know 
what I am talking about and can do what I claim. I never 
have let detractors slow me down. There will always 
be people who try to discourage risk taking. Of course, 
they don’t think like entrepreneurs and can’t see the 
beneÿ t of facing the challenge. Facing fear head on is 
the only way I know to conquer it, so that’s what I do.”

Thinking Like an Entrepreneur
1. Doing things on spec, which is short for “on 

speculation” (as Alps did for their ÿ rst job), means 
you may not get paid. Many people get their ÿ rst 
account that way. What could you do on spec for 
your business to get customers?

2. What incentives would you o° er customers to 
buy your product or service?

3. What would you do to have potential customers 
take you seriously?

◀  
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Review and Assessment
C

H
A

PT
ER3

CHAPTER SUMMARY

3.1 Types of Business
The four major types of business are manufacturing (manufacturers), whole-
saling (wholesalers), retailing (retailers), and service. Manufacturing businesses 
convert materials into products for sale. Wholesalers purchase products in large 
quantities from manufacturers and resell them in smaller quantities to retailers. 
Retailing businesses sell products directly to consumers. Wholesale and retail 
businesses together are called trade businesses. Service businesses sell services 
(examples: doctors, babysitters, athletic trainers, and barbers). Over the past 
fifty years, service and trade businesses have replaced manufacturing as the 
primary industry in America. Service businesses are expected to dominate the 
U.S. economy for the forseeable future.

3.2 Types of Business Ownership
The major types of business ownership are sole proprietorship, partnership, 
corporation, and cooperative. Business structures differ primarily in terms of 
liability, taxes, who controls the business, and who shares its profits. Liability 
is the legal obligation of an owner to use personal money and possessions to 
pay business debt. There are significant legal restrictions and requirements 
associated with some types of ownership, particularly the corporation.

REVIEW VOCABULARY
Working with three or four classmates, develop a short presentation for the class, using at least half of the follow-
ing terms. The rest of the class will play the role of potential entrepreneurs who need to be educated about types of 
business and types of business ownership.

 ⦁ C corporation (p. 60)

 ⦁ cooperative (p. 62)

 ⦁ corporation (p. 60)

 ⦁ dividend (p. 60)

 ⦁ franchise (p. 54)

 ⦁ general partnership (p. 58)

 ⦁ incorporate (p. 61)

 ⦁ liability (p. 56)

 ⦁ limited liability (p. 56)

 ⦁ limited liability company (p. 61)

 ⦁ limited partnership (p. 58)

 ⦁ manufacturer (p. 51)

 ⦁ manufacturing business (p. 51)

 ⦁ North American Industry 
Classification System (p. 55)

 ⦁ partnership (p. 58)

 ⦁ partnership agreement (p. 60)

 ⦁ reseller’s permit (p. 52)

 ⦁ retailer (p. 52)

 ⦁ retailing business (p. 52)

 ⦁ service business (p. 52)

 ⦁ share of stock (p. 60)

 ⦁ shareholders (p. 60)

 ⦁ sole proprietorship (p. 57)

 ⦁ stockholders (p. 60)

 ⦁ subchapter S corporation (p. 61)

 ⦁ trade business (p. 52)

 ⦁ unlimited liability (p. 56)

 ⦁ wholesaler (p. 52)

 ⦁ wholesaling business (p. 52)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Which type of business ownership provides 
limited liability for the owner(s)?

a. corporation
b. sole proprietorship
c. general partnership
d. all of the above

2. One advantage of a general partnership over a 
sole proprietorship is a general partnership

a. provides limited liability
b. is a corporation
c. provides unlimited liability
d. can rely on more than one person for ÿ nan-

cial backing

3. Which of the following phrases best describes a 
wholesaling business?

a. a business that converts materials into 
products for sale

b. a business that sells products to ÿ nal buyers
c. a business that performs services
d. a business that sells products to retailers

4. Most businesses in the United States are
a. corporations
b. partnerships
c. sole proprietorships
d. cooperatives

5. Over the past ÿ fty years the American economy 
has changed in what way?

a. manufacturing has replaced retailing as the 
most dominant industry

b. service businesses have become far less 
important to the economy

c. wholesaling has become the dominant 
industry in the economy

d. service and trade businesses have become 
the dominant industries

6. Which of the following statements about corpo-
rations is true?

a. corporations are easier to set up than sole 
proprietorships

b. a limited partnership is a type of corporation
c. corporations sell stock to raise money
d. a cooperative is a type of corporation

7. The businesses predicted to undergo the most 
growth in the coming decade are

a. primarily service businesses
b. primarily manufacturing businesses
c. businesses that convert materials into 

products
d. businesses that sell retail products to 

wholesalers

8. A business owner with unlimited liability 
a. could have to sacriÿ ce personal money and 

possessions to pay business debt
b. is not personally responsible for the debts 

of the business
c. is a shareholder of a corporation
d. would not have to sacriÿ ce personal money 

and possessions to pay business debt

9. The purpose of a cooperative is
a. to earn proÿ ts for management
b. to beneÿ t its members
c. to provide unlimited liability to its 

members
d. to pay dividends to investors

10. One advantage of a corporation as compared to a 
sole proprietorship is

a. a corporation is easier to set up and 
requires less paperwork

b. a corporation provides limited liability for 
its owners

c. a corporation has fewer shareholders
d. a corporation has a partnership agreement

11. A nonproÿ t corporation
a. provides unlimited liability to its members
b. provides limited liability to its members
c. is set up to make proÿ ts for its investors
d. is set up to pay dividends to its 

shareholders

12. The special permit that allows retailers to purchase 
goods tax-free from wholesalers and collect sales 
tax from ÿ nal buyers is called a

a. reseller’s permit
b. retailing permit
c. tax permit
d. wholesale permit
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13. You own a service business that helps sole pro-
prietorships become limited liability companies 
in your state. Create an advertising brochure that 
explains your services and the beneÿ ts of becom-
ing a limited liability company.

14. You want to start a sole proprietorship retail busi-
ness that employs several people. Research the 
steps necessary to comply with federal, state, and 
local government requirements for setting up your 
business. Summarize your research. Be creative. 
You can use a diagram, a  ̇owchart, a 1-2-3 list, or 
any other method to summarize your research.

15. Imagine that your classmates are wealthy investors 
interested in putting money in a new business that 
could be franchised around the country. Prepare 
a short presentation in which you try to convince 
them that your business idea would be a great 
franchising opportunity.

16. A manufacturing company produces brushes and 
sells 500 for $300 to a wholesaler. The wholesaler 
sells a quantity of 20 for $15 to a retailer who sells 
each brush for $1.50. Calculate the percentage by 
which the price per brush increases at each step.

17. You own 1,260 shares in Corporation X that are 
worth $40 per share. Your cousin o° ers to trade 
you his 700 shares in Corporation Y that are worth 
$55 per share and will add $10,000 in cash. Should 
you make the trade?

18. In a general partnership, do you think the partner 
who works the most hours is entitled to the largest 
share of the proÿ ts? Consider the partner who may 
have invested the most but doesn’t put in nearly 
the same number of hours as the other partner. 
Also, consider how liability is shared. Come up 
with general rules that consider the amount each 
partner invests in the business and addresses how 
proÿ t, liability, and work should be shared in a gen-
eral partnership.

19. Interview a local small-business owner who has 
set up a sole proprietorship or general partnership 
within the past year or two. Make a list of the per-
mits, licenses, identiÿ cation numbers, and fees that 
were required for the business to open.

20. Working with a group of classmates, ÿ nd ÿ ve 
local retail businesses (as diverse as possible) that 
also o° er one or more services to consumers (for 
example, a gas station that also o° ers oil changes). 
Prepare a short presentation for the class in which 
you describe the retail businesses and explain why 
they provide services as well as products.
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ENTREPRENEURS & TECHNOLOGY

E-Commerce
Increasingly, people and businesses buy and sell goods 
online. This is referred to as e-commerce. You can typi-
cally recognize a Website that focuses on e-commerce 
because it has “. com” as part of its online address.

E-Commerce Technology
An e-commerce Website can be a stand-alone business 
or the Web-based counterpart of a traditional store-
front business. Typically, run-
ning an e-commerce Website 
is less expensive than run-
ning a storefront business. 
That’s because the cost of 
renting physical space is usu-
ally much more than the cost 
of renting space on the Web 
from a Web host—a business 
that stores all the information 
for a Website on its servers 
(computers with a large stor-
age capacity that are connected to the Internet).

The site will also need a commerce server. This type 
of server runs commerce-based applications, such as 
credit card processing and inventory management. 
Credit card processing requires security measures, such 
as a secure sockets layer (SSL) that “locks” the site, 
making it secure so it cannot be read by outsiders. It 
is common to get a Web host, commerce server, and 
security program in one package.

Paying Online
E-commerce sites normally use credit or debit cards 
as the method of payment (although checks or cash 
can be used in some cases). E-commerce sites require 
a payment system to process orders. One of the most 
common is a shopping cart. This type of system asks 
shoppers to place selected items in a “cart.” When fin-
ished shopping, customers pay for the selected goods.

Affi  liate Marketing
Sometimes Website owners do not even store the prod-
ucts they are selling. What they sell is shipped from 
a location other than the Website owner’s personal 

location. An example of this type of process is affiliate 
marketing. With affiliate marketing, a Website owner 
sells items from another store and takes a percentage 
of the profits.

Traffi  c and Conversion Rates
Website owners prize Web traffic, which is the number 
of visitors a site gets over a specific time period. How-

ever, a more important statis-
tic is the Website’s conversion 
rate. This is the percentage of 
Web traffic that translates into 
sales. It is a measure of how 
many potential customers 
actually buy something. An 
e-commerce Website owner 
uses a Web analytics tool
to track daily traffic, length 
of stay on the site, sales, and 
conversion rates. ▲ Placing items in a cart on an e-commerce site

 ⦁ affiliate marketing
 ⦁ commerce server
 ⦁ conversion rate
 ⦁ e-commerce
 ⦁ secure sockets 

layer (SSL)

 ⦁ shopping cart
 ⦁ Web analytics tool
 ⦁ Web host
 ⦁ Web traffic

Check Yourself
1. Why is running a Website typically less 

expensive than running a storefront business?

2. What is a commerce server?

3. What is affiliate marketing?

4. Why is Web traffic less important than its 
conversion rate?

What Do You Think?
Comparing/Contrasting. What are some ways a 
Website can stand out from other sites?

Tech Vocabulary
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What Would You Have Done?

1. Answers will vary. Perhaps the most 
obvious answer would be to work for 
an event planner, even if it is without 
pay.

2. Without considering her labor, and 
taking only her materials into account, 
Eva would make $10 per unit. Some 
students may not take Eva’s labor into 
account when considering her profit. 
It takes her half an hour to make 
the centerpiece. Ask students what 
they would expect to make an hour. 

Subtract their labor and ask if the 
amount Eva charged was reasonable.

3. Given Eva’s circumstances and finan-
cial situation, most students will prob-
ably agree that setting up her business 
as a sole proprietorship was the right 
move.

Business Case
Becoming an 
Entrepreneur

Profiting from a Loss
Point out that Eva lost money 
on her first order. Discuss how 
entrepreneurship involves risk 
and that, if you miscalculate, 
you can lose money as Eva 
did.

A Business Is Born!
Doing business under a name 
different from the business 
owner’s requires a DBA (“Do-
ing Business As”) registration. 
Ask students to locate the 
Website for the clerk’s office in 
your county where they plan 
to locate their business, and 
find out more information on 
registering a business name.

Business Case
Becoming an 
Entrepreneur

This business case runs 
throughout the book, with 
one “episode” appearing at 
the end of every Unit. In 
these eight installments, the 
student will follow Eva Tan as 
she starts a business, grows it 
successfully, and then sells the 
company.

Planning for Success
Point out that Eva looked for 
opportunities to volunteer 
her services so that she could 
learn more about event plan-
ning. Is this a good strategy 
for learning about a business? 
Ask students how they would 
do that in fields in which they 
might be interested.
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What Would You Have Done?

her husband. Eva had always found her grand-
mother’s stories about the restaurant entertaining, 
but now Eva began asking her for advice about 
upcoming events.

Pro� ting from a Loss
During her senior year, Eva had dif� culty deciding 
what career route to take after graduation. At the 
time, event planning seemed more like a hobby 
than a long-term career goal.

Eva decided to enroll in the two-year Business 
Management program at Columbus State Com-
munity College. She said, “I think the general 
business courses will be useful, no matter what 
career path I eventually decide to take.” An agree-
ment between Columbus State and OSU would 
also allow her to transfer her associate degree 
credits to OSU if she wanted to complete a four-
year degree.

One of the � rst college courses Eva took was 
“Principles of Microeconomics.” Topics such 
as supply and demand, the role of competition, 
and the pro� t motive made her think about the 
economy in and around Columbus. “With my 
professor’s permission, I ful� lled one of my class 
requirements by researching how the city’s current 
economy would impact a new event-planning busi-
ness,” she said. “I wanted to � nd out, economi-
cally speaking, what my chances for success were.”

Eva continued to work part-time, planning 
events to help pay for college. Charging for her 

services by the hour, Eva researched vendor op-
tions, placed orders for goods and services, and 
coordinated their delivery. She began to wonder 
if she could increase her pro� ts by making some 
of the food and party decorations herself.

To test this, Eva created samples of her food 
for customers. They loved it! As a result, she land-
ed her � rst order that included her handmade food 
items. With her grandmother’s help, she � lled the 
order on time and to the customer’s satisfaction. 
Later, after analyzing the cost of her materials, Eva 
discovered that she lost money instead of making 
a pro� t. In her desire to get the order, she had 
made the price too low. Eva promised herself that, 
in the future, she would pay closer attention to 
her costs and make sure she made a pro� t!

A Business Is Born!
In her college course, Eva learned about differ-
ent business structures. She made a chart that 
compared the advantages and disadvantages of 
each. She decided to set up her part-time service 
business as a sole proprietorship. It seemed like 
the simplest and least expensive way to operate 
for the time being. She named her business “Eva’s 
Entertainment Services,” � lled out the necessary 
forms, and obtained a tax I.D. number.

Eva’s Entertainment Services was off and 
running!

1. Applying Concepts. How would you have increased your knowledge about event planning if you were 
in high school, like Eva?

2. Analyzing Information. It costs Eva $40 in materials to make a table centerpiece. It takes her half an 
hour to make the centerpiece. She charges her client $50 for it. What would you charge? Why?

3. Drawing Conclusions. If you were Eva, would you have set up the company as a sole proprietorship?
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What Is Entrepreneurship?

U
N

IT1
BECOMING AN 
ENTREPRENEUR

Although she didn’t realize it at the 

time, Eva Tan became an entrepreneur 

when she was a high school student in 

Westerville, Ohio. Follow her story, 

beginning here and continuing at the 

end of each unit of the book.

Planning for Success
One summer, when Eva was in high 
school, she helped plan her older sister’s 
wedding. There were so many issues! In-
vitations, � owers, clothing, and music 
were just a few of the things that had to 
be arranged.

Helping the entire process go smooth-
ly was a big challenge, but one that Eva 
really liked. The reception menu plan-
ning was particularly interesting, because 
Eva’s parents came from two very different 
backgrounds: Irish and Filipino.

The event was a success. After it was 
over, Eva said, “As my sister’s wedding 
planner, I had to wear many hats. The 
whole experience helped me realize the 
importance of problem-solving, paying 
attention to details, being organized but 
� exible, and remaining cool under pres-
sure. The wedding took a lot of time and 
effort, but the results were worth it. My 
sister was pleased, and I discovered I could 
do things I didn’t know I could.”

That fall, back in high school, Eva 
took an “Introduction to Business” class 

as one of her electives. The class, and her 
experience with her sister’s wedding, made 
her think of creating an event-planning 
business. She wondered what she could do 
to develop her skills and gain experience.

Eva began looking for opportunities 
to volunteer for more event-planning. 
She helped plan her Junior Prom and or-
ganized fund-raising events to � nance a 
senior class trip to Florida.

Her mother, a high school teacher who 
earned her degree at Ohio State Univer-
sity (OSU), introduced Eva to friends 
from the university who needed event 
planning. They began asking Eva to plan 
small events like birthday parties and baby 
showers.

Eva’s grandmother was a widow who 
lived with Eva’s family. Although Eva’s 
grandmother had never done event plan-
ning, she had run a small restaurant with 

Notes
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YOUR BUSINESS PLAN
In this unit, you’ll focus on the 
Business Idea section of the 
business plan and answer this 
 question:

• How is my business socially 
responsible?
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Extension
Relates to “Entrepreneurship Issues”: 
Ask a team of students to research the 
price of various Web conferencing (such 
as WebEx or GoToMeeting). Ask them to 
present their findings to the class. As part 
of their presentation, ask the research 
team if they would recommend Web 
conferencing for a small business (and, if 
so, which would they recommend).

SECTION 4.1
Communicating in 
Business

EntrEprEnEurship Issues

Web Conferencing
Some students may already 
be familiar with Web con-
ferencing. If your school has 
the capability, demonstrate 
Web conferencing for your 
students.

Thinking Critically

Answers will vary. It’s likely 
that most students will pre-
dict a decrease in personal 
meetings. People will be able 
to participate in Web confer-
ences via cell phone or PDA 
and three-dimensional Web 
conferencing. Specific reasons 
entrepreneurs might use Web 
conferencing include: meeting 
with contract employees who 
live in other cities; explain-
ing a product to a new client; 
conducting a training session 
for sales staff; or  showing 
employees how to use a new 
computer program.
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⦁ Draw in the Entire Audience. Look and nod at people indi-
vidually. Refer to individuals if possible, especially to give them 
praise or credit.

 ⦁ Encourage Participation. Use pauses and careful word choices. 
Saying something like “I’ve heard this is a better approach, but 
I’ve never tried it—what do you think?” asks listeners to offer 
their own opinions.

 ⦁ Read the Mood of the Room. If the audience seems relaxed 
and sociable, act the same. If they are in a hurry, indicate that 
you are aware of this and attempt to give them the information 
in the most efficient way possible.

⦁ Use Gestures. Avoid distracting gestures. Use gestures for 
emphasis.

Meetings are a fact of life in business. Entrepreneurs 
must meet with customers, potential investors, and 
employees. It isn’t always possible, or desirable, to fl y 
across the country or drive to an in-person meeting. 
That’s why many businesses regularly use Web confer-
encing. According to the Gartner Group, a technology 
research fi rm, Web conferencing will be a $1.37 billion 
industry in 2008.

Web conferencing has many advantages. 
Attendees take part in the virtual meeting through 
live video and audio by using Webcams and micro-
phones. They can share PowerPoint slide presen-
tations. They can take Web tours of specifi c sites 
or conduct polls. In many ways, Web conferencing 
can be more productive and cost-eff ective than in-
person meetings.

There are many ways for a small business to 
enable Web conferencing. You must decide whether 
to purchase Web conferencing software and service 
from a vendor, such as WebEx, or use a Web-based 
service, such as GoToMeeting.com. Participants 
either download software on their computers or log 
in to a particular address on the Web. With the high 
cost of oil and gas—and the environmental impact 
of oil production, fl ying, and driving—Web confer-
ences are one way a business can save expenses 
while helping the planet.

THINKING CRITICALLY
Predicting. In small groups, research ways busi-
nesses will use Web conferencing in the future. Do 
you think businesspeople will still drive or fl y to in-
person meetings? Why or why not?

To read more about Web conferencing, go to 
“Entrepreneurship Issues” on the Student Center 
at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Web Conferencing
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Consider this question:

Is it dishonest to change the way you communicate in 
business compared to your everyday method?

Write your answer (yes or no) on a piece of paper. Be prepared to defend 
your answer in class.

Effective Business Communication
Calvin Coolidge, the 30th President of the United States, was 
known as a man of few words. Once, at a dinner party, a guest 
told him that she had bet she could get him to say more than two 
words that evening. Coolidge replied, “You lose.”

As an entrepreneur, your approach must be different from 
President Coolidge’s. Even if you are your business’s only employee, 
you’ll need to communicate—to share information, thoughts, or 
opinions—with suppliers, customers, family members, friends, 
business colleagues, and many others. Not only do you need to 
share information, you must also have the right tone when you 
share it. An informal tone is usually not appropriate, nor is one 
that is either too aggressive or too unassertive.

Although every type of work has its own special vocabulary, 
you don’t need to learn technical terms to communicate in busi-
ness. In fact, the less technical your writing is, the better. But you 
will need to communicate effectively. The six qualities of good 
communication are:

⦁ Briefness. Professional writers have a rule abbreviated as 
KISS—“Keep it short and simple.” In the business world, 
that means identifying yourself and the reason for the 

Communicating in 
Business4.1

OBJECTIVES

 ⦁ Understand how to communicate in business
 ⦁ Use business letters, memos, e-mails, and faxes
 ⦁ Understand when to use telephone calls, conference calls, and 

videoconferences
 ⦁ Understand how to use instant messaging
 ⦁ Demonstrate active listening

VOCABULARY

 ⦁ active listening

 ⦁ conference call

 ⦁ emoticon

 ⦁ fax (facsimile)

 ⦁ instant messaging (IM)

 ⦁ memo

 ⦁ message thread

 ⦁ salutation

 ⦁ texting

 ⦁ videoconference
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communication. Avoid using unnecessary words or getting side-
tracked with personal information or other unrelated subjects.

⦁ Organization. Give information in an easy-to-follow format. 
Some messages might need numbered steps or an outline. For a 
letter or speech, you should introduce your subject, add details in 
a logical order, and close by summarizing your main ideas.

⦁ Clarity. Your audience may not know all the facts as you do. 
Include the details your audience needs to understand to act on 
your message.

⦁ Relevance. Supply the right information to the right audience. 
Wading through unneeded facts can be confusing and time-con-
suming. Suppose you ask an employee to order pens to give away 
at a grand opening. That individual needs to know the color, 
quantity, and wording you want on the pens. She doesn’t need to 
know how much you’re spending on radio ads.

⦁ Courtesy. Communicate respect and a positive attitude. Assume 
that the other party is interested in helping you solve your prob-
lem or meet your goal. Even if you have to point out someone 
else’s mistake, avoid personal attacks and criticism.

⦁ Suitability. As you’ll learn in this chapter, different types of com-
munication are required for different situations.

Once you’ve learned these qualities, you can apply them to different 
situations and purposes. Not surprisingly, achieving them takes prepara-
tion. To make a phone call brief, for example, might mean jotting down 
a few points you want to make beforehand. To be brief when writing 
a business proposal might mean making an outline and sticking to it.

What are the six qualities of good communication?

Written Communication
With advances in electronic technology, some people predicted that 
writing skills would be less important in the business world. Instead, 
just the opposite has occurred. As electronic communication opens 
more doors, businesspeople need to express their ideas in writing more 
often. Can you imagine having to contact potential customers all over 
the world by telephone?

Writing is also important because some messages are best put in 
writing for legal reasons. If you have a complaint against a nonpaying 
client, or an idea for an invention, written communication creates a 
“paper trail” backing up your claim.

KISS

Keep It Short and Simple.
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Writing gives you the chance to review and edit your message. You 
will always need to ask yourself such questions as: Are the ideas clearly 
stated? Is the tone friendly but professional? Are the grammar, spelling, 
and punctuation correct? Even if you use a word-processing program 
that checks your spelling, you will need to proofread for errors. The 
program won’t know if you’ve misspelled the recipient’s name. Or if 
you should have used “their” instead of “they’re” or “there.” Or that 
you meant to type “baked beans,” not “naked beans”!

It is often a good idea to ask someone to review written communi-
cation before you send it. If that isn’t possible, take a break before you 
send it and then re-read it to make sure the information is correct and 
the tone is right.

Business Letters
Business letters are used for longer or more official messages. For exam-
ple, you would use a letter to answer a customer’s inquiry or to ask for 
information about a product. A business letter should be typed in an 
easy-to-read font, not a fancy script. Following an accepted form shows 
professionalism and attention to detail.

The well-developed business letter includes the following elements:

 ⦁ Include the date in the upper-left corner.

 ⦁ Skip a line or two and key the recipient’s name and address below 
the date. Use the same name and address you use on the envelope.

 ⦁ Skip a line and key the salutation, or greeting, starting at the left 
margin. “Dear” is the accepted greeting, followed by the person’s 
title (Mr., Ms., or Dr., for example), the last name, and then a 
colon. Use the first and last name without a title if you’re not sure 
whether the recipient is a man or woman. Use a comma only if 
you are on a friendly basis with the recipient.

 ⦁ For the body of the letter you can either indent the first line of 
each paragraph or skip a line between paragraphs.

 ⦁ Start a new line at the left margin for the closing. “Sincerely,” is 
the usual closing. If you use a phrase such as “Sincerely yours,” 
capitalize only the first word. End every closing with a comma.

 ⦁ Skip a few lines and key your name, position, and address (unless 
your address is shown on your stationery—your letterhead).

 ⦁ Sign your name in the space you left above your keyed name. 
Sign your name as you keyed it unless you are on a friendly basis 
with the recipient—then sign only your first name.

In some cases, you might also include a reference line under the date. 
This would begin with the abbreviation “re:” (for “regarding”) and sum-
marize the subject of the letter, much like the subject line in an e-mail.

If you’re sending a copy of the letter to others, skip a line below your 
address and key “cc:” (for “courtesy copy”) at the left margin. Then add 
the names of the people who are receiving a courtesy copy.
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If you are enclosing a document, such as an ad to be run in a news-
paper, you would key “enc:” (for “enclosed”) below your name and 
address (and below the cc: line, if there is one) at the left margin. Then 
you would add a short description of the document.

Once you establish a working relationship with someone, you might 
drop some formality. Remember the qualities of good communication, 
however, and always keep the letter brief and organized.

Word-processing software usually includes various templates to use 
for letters. You can pick the one you think most effectively conveys the 
“look” you want for your business.

▼  Figure 4-1

Parts of a Business Letter
A business letter should be typed 
and error-free.
Writing. Would you use a template 
from a word-processing program 
that created a letterhead for you?

Gervitas Bakery
456 Elm Ave.

Woodbury, NJ 09876 
(309) 555-1432

agervitas@gervitas.net

 May 4, 20--

Ms. Cathryn Whyte
Vice President, Purchasing
Brennan’s Supermarkets
123 Winterthur Hwy.
New Castle, DE 56432

Dear Ms. Whyte:

I have been a successful, independent wholesaler of baked goods to central 
New Jersey for five years. My business, Gervitas Bakery, has been named 
Gloucester County’s Favorite Bakery three years in a row. (Please see the 
enclosed articles from the Woodbury Times.)

I am now interested in reaching more distant markets. The Brennan’s 
Supermarkets name is synonymous with quality among consumers all along the 
eastern seaboard, and I believe that adding my products to your other fine 
offerings would enhance the sales and reputation of both our businesses.

I would like to discuss the possibility of becoming a supplier to Brennan 
Supermarkets. May I contact you or a member of your department? I can be 
reached at the address, phone number, and e-mail address above, and I look 
forward to your reply.

Thank you for your time and attention.

Sincerely,

Alexander Gervitas
Alexander Gervitas

Enc: Times articles (2)

Recipient’s  
Name and  
Address

Salutation

Body

Closing

Your  
Business’s  
Address

Date

Your Name, Written and Printed



Business Communication  79

Addressing an envelope is easy. Put the recipient’s address in the 
center of the envelope and put your address (referred to as the “return 
address”) in the upper-left corner. Put the stamp in the upper-right 
corner.

Memos
A memo (short for memorandum) is a brief note that informs employees 
about a business-related matter. A letter is written to people outside the 
business, and a memo is written to people within it. Compared to business 
letters, memos are typically shorter and less formal. They share relevant 
news or information employees need to perform a task. The subject might 
range from a reminder of an office birthday party to a marketing trend 
that will affect a company’s profits.

A memo has two main parts:

 ⦁ Heading. The heading consists of the 
lines that identify the recipients, the 
sender, the date, and the subject of 
the memo. A precisely worded subject 
line lets recipients know how the mes-
sage applies to them and how quickly 
they should respond. Be careful to 
match the message to the audience. 
Information meant for only a few 
should be sent in separate memos to 
those individuals. This is a matter of 
privacy as well as relevance.

 ⦁ Body. The body contains the message. 
Memos tend to cover only one subject. 
However, you may still want to break 
down the topic with separate para-
graphs or a list, for easier reading.

Word-processing software usually includes 
memo templates. Often, word-processing software has “families” of 
templates. Each family has a common name and a similar look. For 
example, the software might have a “Professional” family of templates, 
with a “Professional” letter template and a “Professional” memo tem-
plate. Another style might be designated “Classic” and would have a 
“Classic” letter template and a “Classic” memo template. If your software 
has families of templates, use the memo version from the same family as 
your letter template for a consistent look in communications.

E-Mail
As you know, an e-mail is a message that is sent and received elec-
tronically over a computer network. E-mails are a favorite type of 
communication for business because they are easy. You can read and 
respond to the message on your own schedule. You can forward it to 

TO: Baxter’s Bakery Sales Associates 
FROM: Ginny Baxter
DATE: May 15, 20--
SUBJECT: Organic Chocolate Ingredients

As of  June 15, Baxter’s Bakery will be using only organic, 
sustainably grown chocolate in its baked goods. This 
includes baking cocoa, baking chocolate, and semi-sweet 
chocolate chips. 

I’ve ordered promotional pamphlets. Please place one in 
every bag with customers’ purchases. Also read a pam-
phlet yourself, so you can promote the cause of sustain-
able agriculture (and our tasty baked treats!) and help 
answer customers’ questions.

▼  Figure 4-2

Business Memo
Memos may be e-mailed or 
handwritten.
Solving Problems. How do you 
think memos would be distributed in 
a small business?
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others without paying postage. Also, if you do not print the message, 
it’s environmentally friendly, with no paper or empty ink cartridges 
to be recycled.

Unfortunately, speed and ease of use also make e-mail a potential 
hazard. You may not take as much care writing e-mails as you would 
for a letter or a memo. It’s easy to send an e-mail to the wrong person 
or to respond too quickly, without thinking. It’s also easy to send an 
e-mail without the attachments you intended. Once you have sent an 
e-mail, you usually cannot retrieve it. In business, the consequences 
of a badly written, sloppy, or poorly conceived e-mail can be dramatic.

You should write an e-mail with the same care you would give to a 
business letter. Practicing the following guidelines will not only prevent 
potential trouble but will also help you slow down and give the e-mail 
proper consideration:

 ⦁ Write a short, but useful, description in the subject line.

 ⦁ Before sending attachments, ask the recipient if he or she can 
accept them. Many businesses automatically delete attachments to 
prevent viruses. Learn what format to use for your attachments 
and make sure they are a manageable size; anything over five 
megabytes (5MB) is likely to be rejected at some point as it travels 
over the Internet.

 ⦁ Consider using a signature. This is information you have keyed 
that is added automatically by the word-processing software at 
the end of your e-mail. A signature often consists of your name, 
the company name, the company phone number, and, sometimes, 
a company slogan.

 ⦁ To avoid sending an e-mail before you mean to, compose it off-line 
first. Fill in the “to” field last, just before sending.

 ⦁ Get the sender’s permission before forwarding an e-mail.

 ⦁ If you send the e-mail to many people, hide their addresses by 
using the “bcc” (blind courtesy copy) feature. This respects their 
privacy and saves them from scrolling through a long list of 
names to get to the message.

 ⦁ Using “reply” automatically creates a message thread, which 
shows every previous message in the correspondence. Over time, 
these may become unnecessary. You might want to start a fresh 
thread, summarizing the most recent, relevant messages.

 ⦁ If the information is sensitive, write a business letter instead.

Faxes
Fax is short for facsimile (fak-SIM-uh-lee), an exact copy of something. 
A fax machine uses telephone lines to transmit a copy of a document. 
Each fax should be accompanied by a cover sheet that identifies the 
sender, the recipient, the subject, the date, a brief description of the 
items being sent, and the number of pages.
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904 West Meadows Place
Peoria, IL 61604
(309) 555-7857

Lady Best Apparel

Fax
To: Tara Sedgewick From: K. Anne Smith

Fax: (203) 555-6658 Pages: 5

Phone: (203) 555-6665 Date: 11/10/20 - -

Re: New Spring Line CC: Fran Aldasoki

 Urgent  For Review  Please Comment  Please Reply  Please Recycle

 Comments: 

Please look over the suggestions for the new Spring line and let me 
know what you think. I’d like to finalize this by Thursday.

Make sure the recipient expects a fax before you send one. The recipi-
ent’s machine must be turned on to receive the material, and many small 
businesses turn off their fax machines to avoid unwanted advertisements. 
Remember, many people may read a fax you send to a workplace. Prior 
notice helps ensure some degree of privacy; however, faxes are not the 
best way to send confidential information.

Word-processing software often includes a fax cover sheet in a family 
of templates. So, again, if you are using a certain type of template for 
your letters and memos, use a template from the same family for your 
fax cover sheets.

What is a message thread?

Spoken Communication
Have you heard the saying “Word of mouth is the best advertising”? 
That applies to the value of spoken (verbal) messages in other business 
situations as well. When you need an immediate reply or just want to 
know the person or people with whom you are working, your best choice 
is often to meet in person—or over the phone.

You probably know good speakers when you hear them. To be a good 
speaker yourself, remember these points:

⦁ Speak Clearly. Having to repeat information can be disruptive, 
time consuming, and frustrating to your audience.

◀ Figure 4-

Fax Cover Sheet
The sender fi lls in the cover sheet 
and includes it with the fax.
Applying Concepts. What other 
information might a sender supply in 
the message area?

×
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⦁ Draw in the Entire Audience. Look and nod at people indi-
vidually. Refer to individuals if possible, especially to give them 
praise or credit.

 ⦁ Encourage Participation. Use pauses and careful word choices. 
Saying something like “I’ve heard this is a better approach, but 
I’ve never tried it—what do you think?” asks listeners to offer 
their own opinions.

 ⦁ Read the Mood of the Room. If the audience seems relaxed 
and sociable, act the same. If they are in a hurry, indicate that 
you are aware of this and attempt to give them the information 
in the most efficient way possible.

⦁ Use Gestures. Avoid distracting gestures. Use gestures for 
emphasis.

Meetings are a fact of life in business. Entrepreneurs 
must meet with customers, potential investors, and 
employees. It isn’t always possible, or desirable, to fl y 
across the country or drive to an in-person meeting. 
That’s why many businesses regularly use Web confer-
encing. According to the Gartner Group, a technology 
research fi rm, Web conferencing will be a $1.37 billion 
industry in 2008.

Web conferencing has many advantages. 
Attendees take part in the virtual meeting through 
live video and audio by using Webcams and micro-
phones. They can share PowerPoint slide presen-
tations. They can take Web tours of specifi c sites 
or conduct polls. In many ways, Web conferencing 
can be more productive and cost-eff ective than in-
person meetings.

There are many ways for a small business to 
enable Web conferencing. You must decide whether 
to purchase Web conferencing software and service 
from a vendor, such as WebEx, or use a Web-based 
service, such as GoToMeeting.com. Participants 
either download software on their computers or log 
in to a particular address on the Web. With the high 
cost of oil and gas—and the environmental impact 
of oil production, fl ying, and driving—Web confer-
ences are one way a business can save expenses 
while helping the planet.

THINKING CRITICALLY
Predicting. In small groups, research ways busi-
nesses will use Web conferencing in the future. Do 
you think businesspeople will still drive or fl y to in-
person meetings? Why or why not?

To read more about Web conferencing, go to 
“Entrepreneurship Issues” on the Student Center 
at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Web Conferencing
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Telephone Calls
With wireless technology, making business calls is more convenient than 
ever. But receiving them is not always convenient. Here are five tips for 
making effective phone calls:

 ⦁ Identify yourself immediately. Even people who know you might 
not recognize your voice at first.

 ⦁ Ask if the person has time to talk.

 ⦁ If you’re put on hold, be patient.

 ⦁ If asked to leave a message, be sure to include enough informa-
tion to help the recipient prepare a response and return your call.

 ⦁ When someone can take your call, give the conversation your 
full attention. Provide feedback by saying things like “Yes,” 
“OK,” or “Uh-huh” to indicate you are listening. Show the 
same courtesy when you receive calls. If you can’t give the other 
person the attention needed, find a time that’s more convenient 
for you both.

Remember to record a helpful, and professional-sounding, message on 
your answering machine or voice mail. For example, say, “I’m in the 
office from eight to five o’clock. In an emergency, I can be reached at 
home between seven and nine o’clock.” Check your messages often 
and return calls promptly. With the increasing use of Caller ID, make 
your business calls from a phone number that is appropriate for a return 
caller to call.

Conference Calls
A conference call allows three or more parties in different locations to 
speak to each other over the same phone line. For example, someone 
at the home office in Chicago might arrange a conference call between 
a salesperson in Nashville and a writer in a satellite office in New York 
who is writing a brochure.

Scheduling is absolutely necessary to coordinate a conference call. 
If the callers are located in different time zones, everyone must be sure 
of the time. Three o’clock in Portland, Maine, for example, is noon in 
Portland, Oregon.

A quiet setting is important for focusing on several callers at the 
same time. Land phones are preferable to cell phones, which tend to 
pick up background noise. Using the “mute” button to silence the line 
when you are not speaking can also help the other participants hear each 
other if the lines are noisy.

If any charts, contracts, or other written materials will be required 
in the conference call, send copies to all parties in advance.

Videoconferences
A videoconference offers “the next best thing to being there.” A video
conference is a meeting in which participants in different locations 
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see and hear each other through monitors, cameras, microphones, and 
speakers. However, videoconferences cannot duplicate the experience 
of face-to-face meetings. A videoconference takes some getting used to 
and some special preparation.

A videoconference room usually has two monitors. The party you’re 
talking to appears on one monitor. You and your party appear on the 
other. This helps you communicate effectively. If you hold up a chart, 
for instance, you can see whether it’s legible on the receiving end—but 
seeing yourself on camera can be distracting.

Bright colors and detailed patterns in clothing can appear more 
vibrant on camera. White garments and glittery jewelry can reflect light 
and create a glare. Neutral colors and subtle patterns, such as solid tan 
or blue-gray pinstripes, are easier on the eyes.

You also need to be concerned about the audio aspect of videoconfer-
encing. Microphones magnify any noise you make. Habits such as shuf-
fling papers or tapping a pen on the table can quickly become irritating.

How does a conference call diff er from a videoconference?

Instant Messaging
More and more, advances in technology are creating forms of commu-
nication that combine writing and speaking. Instant messaging (IM) 
is one popular example.  Instant messaging is immediate communica-
tion using typed text over the Internet. Like e-mail, instant messages 
are written. However, they are exchanged nearly as quickly as talking.

▼  Figure 4-4

Videoconference Room
Videoconference rooms may be 
found in large hotels, civic centers, 
and corporate offi  ces.
Relating Concepts. How can 
videoconferencing lower a busi-
ness’s operating costs?
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Instant messaging can be an asset to an entrepreneur. Suppose a 
carpenter is looking for a door for a house he is renovating. He spots 
a door that would be perfect and snaps some pictures with his digital 
camera. He then contacts the client via instant messaging, sending the 
photos as a video file. An hour later, the happy client has the door—and 
the carpenter is installing it.

Instant messaging has a downside. The software can be expensive. 
Some instant-messaging users feel their privacy is invaded every time 
they go online. People on your contact list will know when you’re online. 
Signaling “busy” or “away” limits some intrusions, but not everyone 
respects these status messages. Instant messaging offers no guarantee of 
privacy, because messages can be saved, printed, and shared with others.

Instant messaging is quickly moving forward technologically. 
Software will soon offer both instant messaging and visual communica-
tion, so you can see, talk, and message all at the same time. Another 
new feature is the use of global positioning systems (GPS) to map the 
exact spot where you are  texting (as using instant messaging is called). 
GPS can also show where members of your contact list are texting.

Dealing with IM technology is a challenge for today’s entrepreneurs. 
Here are some tips to help you manage instant messaging in a business 
context:

⦁ Choose a user name that projects the image you want to convey 
to clients and colleagues. Determine whether a name is consid-
ered offensive by certain groups or cultures.

⦁ Start a conversation by asking whether the other person would 
like or has time to communicate.

⦁ Take care when using an  emoticon—a symbol or combined 
punctuation marks used to convey emotions, such as a smiley 
face :-) or a wink ;-). Don’t use abbreviations (such as JAM for 
“just a minute” or BTW for “by the way”)—many businesspeo-
ple consider them unprofessional. Also, they can cause confu-
sion or misunderstandings.

⦁ As with phone calls, IM doesn’t allow for visual or audible cues 
that let others know you’re paying attention. Break the “silence” 
with short replies such as “Good point” or “Let me think for a 
second.”

What is an emoticon?

The Importance of Listening
A critical aspect of communication is listening: to be more specific, the 
ability to listen actively.  Active listening is listening consciously and 
responding in ways that improve communication. Active listening is a 
two-part process, and both parts take work:  ▲ Emoticons



Reviewing Objectives
1. List the six qualities of eff ective business 

communication.

2. How are memos similar to e-mails? How are 
they diff erent?

. Give fi ve points to remember when making a 
business presentation.

4. What are some advantages and disadvan-
tages of instant messaging in business?

5. Explain the purpose of feedback in active 
listening.

Critical Thinking
. Comparing/Contrasting. Explain how eff ec-

tive business communication is a balance 
between qualities. For example, how does 
briefness need to be balanced with clarity? 
How does briefness need to be balanced with 
courtesy?

7. Solving Problems. Suppose you need to 
write a letter to a company’s customer service 
department, but you don’t know the name of 
the person to contact. How would you word 
the salutation?

Working Together
With a partner, write a dialog that shows how 
two classmates might discuss a class assignment 
outside of school. Then write a dialog showing 
how a classmate would discuss the assignment 
with a teacher in school. Perform your dialogs 
for the class.

ASSESSMENT 4.1

Communication Technology
Research the history of communication tech-
nology. Choose one important invention for 
a class presentation. Explain the technology 
behind the invention and how it affected the 
business world.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience
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⦁ Focus on the Speaker. The words and tone of voice will give 
clues to his or her frame of mind. Does the speaker sound 
unsure? Concerned? Enthusiastic? Don’t be distracted by your 
surroundings. Encourage and support the speaker with useful 
responses, such as nodding your head or saying “I see”—even if 
you disagree. This is just showing that you are listening.

⦁ Give Feedback. This tells the speaker that you understand what 
is being said. Feedback is typically phrased in a way that encour-
ages the speaker to correct any misunderstandings. For example, 
a financial advisor might say to a client, “It sounds like saving for 
retirement is more important to you than a quick return on your 
investment. Is that right?”

Active listening can improve your speaking skills by making you more 
aware of how facial expression, tone of voice, and other aspects of verbal 
communication color your message. You can then better use these ele-
ments to communicate exactly what you mean.

What is meant by active listening?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 4.1 of the Business Plan Project in your Study Guide, or 
Section 4.1 in BizTech.
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How would you answer this question?

When negotiating, should someone win?

Write your answer (yes or no) on a piece of paper. Be prepared to talk about 
your answer in class.

What Is Negotiation?
What do these two scenarios have in common?

⦁ A third grader swaps a peanut butter sandwich for a granola 
bar and fruit yogurt at lunch.

⦁ World leaders work out the complicated details of a peace 
settlement.

Both situations involve negotiation.  Negotiation is a process in 
which two or more parties reach an agreement or solve a problem 
through communication.

Negotiating is different from buying and selling. For a negotia-
tion to succeed, the parties must be willing to adjust their expecta-
tions so they can come to an agreement. In business, that’s called 
bargaining in good faith. This means that each party in a nego-
tiation has an honest intention to resolve differences in a way that 
is acceptable to all. Each side sees the other as a partner in finding 
a solution, not an adversary. Together, they focus on their shared 
goal—making the deal—rather than on their individual demands.

Negotiation is essential to business—not only to your business 
but also to the economy as a whole. Here’s an example: Shelly 
owned a dog-grooming business. She wanted to expand her business 

VOCABULARY

 ⦁ bargaining in good faith

 ⦁ compromise

 ⦁ concession

 ⦁ negotiation

 ⦁ values

OBJECTIVES

 ⦁ Explain why negotiation is important in business
 ⦁ Describe ways to prepare to negotiate
 ⦁ Demonstrate positive techniques for conducting negotiations
 ⦁ Discuss how to benefit from negotiated agreements
 ⦁ Understand how values relate to negotiations
 ⦁ Understand how to negotiate with people from other cultures

Negotiating4.2
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to include boarding, but a number of problems stood in her way. She 
found a property for the kennels but thought the rent was too high. 
She couldn’t find employees for the wages she wanted to pay. And some 
prospective customers were unwilling or unable to pay the rates she 
planned to charge.

If Shelly can’t find a way to negotiate these issues, she won’t real-
ize her dream. If she doesn’t succeed in starting this business, there 
will be a “ripple effect.” Other business owners could be hurt as well. 
The landlord will have to maintain an empty, unproductive property. 
Workers won’t have jobs. Dog owners won’t have a useful service. The 
local economy could suffer.

New entrepreneurs are sometimes surprised at how often people 
are willing to negotiate. You might expect that independent business 
owners, who have more control over their companies, would be willing 
to lower a price or add an extra service. If you’ve seen or heard of car 
buyers and auto dealers haggling over price, you’re familiar with this 
concept. Large chains also give salespeople and managers leeway in mak-
ing deals. The trend toward negotiating is expected to grow because of 
increased competition from Internet-based companies. Negotiating is 
always more popular in tight economic times.

What does it mean to bargain in good faith?

Preparing to Negotiate
In a fast-food restaurant, has the counter clerk ever asked “Can I help 
you?” before you could look over the menu? You probably asked for 
more time: time to think about what you wanted, time to learn what 
was available, and, finally, time to decide whether you were willing to 
pay the price being asked. You need to consider these same issues when 
preparing to negotiate.

Ideally, you’ll give yourself enough time to carefully consider the 
issues when you plan to negotiate. Suppose you decide that your delivery 
van will have to be replaced in a year. The sooner you start planning 
to buy a new van, the better your negotiating position will be. You can 
decide what features you need and compare the prices of different mod-
els. You can save more money and give yourself more choices.

Outlining the Issues
Before you can negotiate, you need to decide what you hope the out-
come will be. Answering these four questions can help clarify your 
negotiating goals:

⦁ What do you need and what do you want? Good negotiations 
involve give-and-take. Some offers can sound appealing and yet 
introduce side issues that complicate the discussion. To make 
the negotiation successful, focus on meeting your needs. Only 
after these are met should you consider your wants. Shelly, the 
dog groomer, faced this situation when she negotiated the rent. 
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The landlord wasn’t able to reduce the rent but did offer to paint 
the fence around the property to make it more attractive. Shelly 
wanted the nicely painted fence, but she needed a lower rent, so 
she couldn’t accept the offer.

 ⦁ What concessions can you make? A concession is something 
you’re willing to give up. Identifying points you are willing to 
concede relates to distinguishing needs from wants. You don’t 
want to give up something that is essential to your business’s 
survival. Shelly could concede on the nicely painted fence, but 
she couldn’t concede when it came to paying the higher rent.

 ⦁ What concessions can you ask of the other party? Good 
faith requires that all sides be ready to make sacrifices. Learning 
about the other party can help you decide what sacrifices they 
might be willing to make. Suppose Shelly’s prospective landlord 
had many properties, with many of the tenants owning dogs 
and cats. Shelly might offer the landlord’s tenants free boarding 
and grooming in exchange for a lower rent. The landlord would 
then be able to offer something 
special to entice prospective 
tenants.

 ⦁ What will you do if you can’t 
reach an agreement? If neither 
you nor the other party is will-
ing to change a position, what 
other options do you have? Is 
the issue on which you disagree 
critical to the deal, or can you 
meet that need in some other 
way? If Shelly isn’t able to get 
her prospective landlord to 
reduce the rent, she will have to 
locate another property for her 
business.

Planning to Negotiate
As you reflect on these ideas, it can be useful to put them in writing as 
notes for your negotiation. Pay close attention to your choice of words. 
Think about their impact. Otherwise, through pressure or frustration 
or simple forgetfulness, you might phrase them in ways that sound con-
frontational. Work on phrasing your position positively. For example, 
suppose Shelly said to a possible job applicant, “I hope we can come to 
terms on a salary. I think you would be a great addition to our team.” 
Do you think the prospective employee would be more or less likely to 
want to work for her?

For major negotiations, you might rehearse your presentation with 
another person playing the role of the other party. Negotiating skills 
must be learned. You might also consider having a partner who is more 

Colvin Young, Photographer 
123 Oak Alley 
(337) 555-0109

Negotiation with Triple A Courier

Ask about:

Discount for frequent/regular deliveries?
(ACME Courier offers 10% off)

Less-than-truckload rates?

Minimum pick-up charges?

Extra charge for weekend delivery?
(Website says weekday rates plus 50% —why so much more?)

▼  Figure 4-5

Points for Negotiation
Researching your options puts you 
in a better position to bargain.
Interpreting Illustrations. How 
does this list show that the entrepre-
neur has done some research?



skilled in negotiating help you in your actual negotiation. You can benefit 
by seeing how a more experienced individual handles various situations. 
Also, people have different negotiating styles. Yours might complement 
someone else’s so you would work well together as a team.

What four questions can help you outline the issues to be 
negotiated?

Guidelines for Productive Negotiations
Negotiations may take place in person, over the phone, by e-mail, or by 
instant messaging. Whatever the situation, these guidelines will help 
make the discussion productive:

1. State your offer fi rmly. As the saying goes, “You can’t get 
what you don’t ask for.” Ask for what you hope to get, even if 
you don’t expect it. Remember to focus fi rst on your needs, not 
on your wants.

2. Explain your position. Do not simply state your position; explain 
it. Give reasons why you cannot meet the other party’s demands, 
but suggest that your position could change in the future as a result 
of this negotiation. For example, suppose you can’t afford a suppli-
er’s price. You might say, “Right now, that’s not in my budget. But 
if you can help me by dropping your price now, we could renegoti-
ate later when my business takes off.” Remember the principle of 
good faith. Make only promises on which you can realistically act.

▼  Figure 4-

Negotiating
Both parties must bargain in 
good faith.
Communicating. How can your 
body language show that you are 
open to compromise?
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3. Look for common ground. If you can’t resolve a primary issue, 
fi nding a less important point you can agree on will sometimes 
lead the way to a larger resolution.

4. Be willing to make compromises. A  compromise is an agree-
ment arrived at when all sides have made concessions. Everyone 
gives up something but gets something in return. In fair negotia-
tions, the trade-offs are roughly equal.

5. Put the offer in writing. Having the offers written out helps 
you compare your terms to theirs. It lets you see what concessions 
and compromises each of you has made. This will help you put 
the negotiation in perspective. Eventually, for negotiations involv-
ing signifi cant issues, you’ll probably sign a written contract indi-
cating the terms on which you’ve agreed. (You will learn more 
about contracts in Chapter 16.)

6. Weigh the shortterm and longterm consequences. Ask your-
self whether you must get everything you need from this agree-
ment. Sometimes, accepting less than what you hoped for will 
create goodwill that can help you in the long term. The opposite is 
also true: Getting ideal terms today can sometimes mean accepting 
terms that are not so good in the future.

7. Take time off. If possible, take a break and pick up negotia-
tions later. You may get fresh ideas or see things in a new light. 
This could lead to a solution that would be better for everyone. 
Also, over time, the situation could change, which would alter 
the negotiations.

Why do negotiating parties make compromises?

Managing the Agreement
Every successful negotiation has a follow-through, some action that is 
defined by the negotiated agreement. For instance, one party might buy 
a product or perform a service. Learn to see this stage not as an end but 
as a beginning. Even a single action, such as buying a business car or 
cleaning a house, is a way to strengthen relationships and improve your 
position for future negotiations. It’s an opportunity to build a reputa-
tion for honesty and reliability.

This principle applies even more to longer-term agreements. Suppose 
you own a small greenhouse. You negotiate with the managers of an 
office building to supply every office with a variety of seasonal bloom-
ing plants. After the agreement, you might go beyond the negotiated 
deal to e-mail notices of new varieties of plants on the market or tips 
for plant care. You are going beyond the agreement to gain goodwill 
and, possibly, future business.

You also might encounter times when you can’t meet your commit-
ments. This could be due to inexperience, poor planning, or unforeseen 
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events. In these cases, communication is especially important. The other 
party needs to know about the problem as soon as possible so they can 
try to make other arrangements. Not meeting your commitments can 
feel like failure, and it certainly can cost you financially. However, you 
can minimize the damage to your personal and professional reputation. 
Accept responsibility for the problem and try to correct any difficulty 
you may have caused.

What if you are disadvantaged because the other party isn’t able to 
meet the agreed-on commitment? How you react can turn a bad situa-
tion into a better one. Accommodate the other party, if possible. People 
tend to remember those who helped them get through a difficult time 
and are likely to repay the favor.

Remember too that you had a reason to do business with the other 
party. You might still feel that way even if problems have occurred. For 
example, Brian, a jewelry maker, had a long-term contract with a metal 
supplier. Once, the supplier sent a shipment to the wrong address. This 
meant that Brian wasn’t able to finish some jewelry for an important 
show. However, the supplier had impressed Brian with the company’s 
overall reliability. Brian decided to let the supplier make up for the mis-
take by sending the next shipment at no charge.

Even if things are f lowing smoothly, staying in touch with the 
other party is a good idea. A simple e-mail update can be reassuring, 
letting the other party know that you are following through and the 
project is on schedule. Then, too, situations can develop that might 
threaten the agreement: rising production costs, a workers’ strike, and 

Teachers may have specific expectations for each of 
their students. Parents have expectations for each 
of their children. Often these expectations are the 
same. For example, an expectation that parents and 
teachers share is that students will have academic 
success. However, “academic success” can have 
many meanings. What would be a success for one 
student may not be so for another.

Think about other people’s expectations for 
you. These expectations may require a great deal 
of effort or they may be easily met, but they will 
always be someone else’s. What matters more than 
these expectations? The expectations you have for 
yourself.

As you move from high school to college, other 
types of training, or a career, you will need to set 

reasonable expectations for yourself. Teachers and 
parents won’t be as involved in your life as they once 
were. You will need to keep your own expectations 
relatively high to succeed. Always set them just a bit 
higher than is comfortable. Don’t make them too 
easy to achieve. After all, if you don’t expect much 
from yourself, you will probably get what you expect.

THINKING CRITICALLY
Writing. Write a paragraph describing why having 
high, but reasonable, expectations can increase a 
person’s self-confi dence.

To read more about expectations, go to “Your 
Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Expectations
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bad weather are just a few examples. It is only fair to let the other party 
know of your concerns in advance so action can be taken if needed. 
However, use good judgment in deciding how much and how often 
to communicate. Constant updates can be distracting. Mentioning 
small problems can cause unnecessary alarm and may lead to questions 
about your judgment.

Why should you tell the other party if you can’t meet your 
commitments?

Importance of Values
Negotiated agreements tend to involve major issues, ones that may affect 
you on a very deep level. When negotiating these agreements, you need 
to consider your values.  Values are intangible things that you believe 
are worthwhile and important. A value can be a quality or a way of 
doing something.

How can you recognize if something is part of your value system? 
Your actions are the truest measure of what you hold important. If, for 
example, you often put your needs on hold to help a friend, you can 
conclude that friends and loyalty are among your values.

Recognizing and acting on your values can make the difference 
between negotiating an agreement you feel good about and one you 
will regret. Staying true to your values may rule out certain options in 
a negotiation. On the other hand, if you try to act against your values, 
you may find that you can’t fulfill your end of the agreement. In this 
case, the other party could even say that you had negotiated in bad faith. 
Ultimately, if you have serious doubts about your ability to carry out 
your negotiated commitment, you may be ignoring something impor-
tant in your values.

What are values?

International Negotiations
Imagine that one of your classmates is an exchange student. She tells you 
about a traditional snack in her culture: raw fish. She explains that fish 
are high in protein and good for you. You don’t find raw fish appealing,  
and some of your classmates would not eat them either. It is not a matter 
of right or wrong, but a cultural preference.

These preferences at the dinner table are also true of the negotiating 
table: what seems perfectly acceptable in one culture might be unthink-
able in another. Rules of  etiquette, the behavior that is accepted and 
expected in a situation (discussed in Chapter 2), can vary greatly in 
societies in general and for conducting business in particular.

Entrepreneurs who learn about these differences can find the effort 
rewarding. The Internet is breaking down geographic barriers. A business 
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with an online presence (that is, a Website) can contact potential cus-
tomers, suppliers, and investors all over the world. Increased migration 
and travel (for work, pleasure, or education) also open doors to other 
countries and cultures. Some business owners even bypass markets at 
home if the opportunities for growth look better overseas. Although 
you could do business in a country without visiting it, understanding 
the culture is definitely an advantage when trying to conduct interna-
tional negotiations.

A seasoned international businessperson is often the best source for 
advice on understanding the social and business etiquette of a different 
culture. Someone who has lived and worked in a particular country will 
have insights that no one else can offer.

Social Etiquette
In every culture, business negotiations take place in a broader social 
setting. Every nation has a unique culture, but cultural differences also 
exist within a nation. For example, culture varies from big city to small 
city, from north to south, from one neighborhood to the next.

General rules for proper behavior apply. For example, a business-
person should know how to dress. Because appearance is the first thing 
people notice, meeting this expectation is a way to make a good impres-
sion in a one-on-one negotiation.

Another important thing you should know is how people address 
one another. Do they call each other by the first name or as “Mister,” 
“Miss,” or another title? In some cultures, business relationships are very 
formal and coworkers may know each other for years without learning 
each other’s first names.

Topics for polite conversation may have a bearing on a negotiation. 
Political issues may be too sensitive. Discussions of sports and the arts, 
if they avoid strong personal opinions, are safer.

Outward signs of friendship and respect have a role in business 
negotiations as well. When people meet, do they bow, shake hands, 

Figure 4-7 ▶

Culture Clash
The spread and blending of 
cultural influences can lead 
to confusion about social and 
business etiquette.
Drawing Conclusions. How have 
entrepreneurs contributed to this 
trend?
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or kiss on the cheek? Is giving gifts appreciated (or even expected)? If 
so, what gifts are appropriate?

The importance of family relationships can be a powerful influence 
on business negotiations. Several genera-
tions may be involved in running a busi-
ness. This may make the business a part 
of the family identity. Negotiated agree-
ments might have to meet the approval 
of family elders, as well as those directly 
involved. Family members might also be 
favored over outside parties, even if the 
deal offered by the nonrelatives makes 
more sense financially. On the other 
hand, family and work life may be kept 
completely separate, with work taking 
priority. To ask about a man’s wife and 
family members, or to suggest that you 
meet in someone’s home, could be con-
sidered rude in some cultures.

The role of religion in public life can 
also affect business negotiations. Businesses may be closed on certain 
days and for religious celebrations. Also, certain actions or attitudes con-
trary to the other party’s religious beliefs could be extremely offensive. 
For example, you should not eat or drink in front of someone who is 
engaged in a religious fast.

Because business is often conducted over meals, you should learn the 
rules of the other party’s dining etiquette. People who handle themselves 
with confidence during meals are more apt to be taken seriously.

Negotiation Etiquette
Different countries also have different attitudes about time, appoint-
ments, and schedules. In some countries, a business contact who is 15 
minutes late is not being rude. He might be surprised, and even angry 
with you, if you are upset.

Attitudes toward written agreements also vary. In the United States, 
these agreements tend to be extremely detailed. Other cultures see this 
need to account for every possibility as a lack of trust. Instead, they 
view an agreement as an outline. Specific questions are decided as the 
need arises.

What’s more, the agreement’s strength relies on the character of the 
negotiators. Negotiations may be spread out for several days and include 
social activities, giving each side a chance to know the other personally 
as well as professionally. If both sides believe that the other bargained in 
good faith, they trust that the agreement will serve them both well. In 
this sense, the negotiations never close. They continue for the length of 
the agreement.

Decision-making authority is another question that varies with cul-
ture. The person you negotiate with may have the authority to accept or 
refuse the deal. In some countries, however, that power rests only at the 

▲  Figure 4-8

Social Etiquette
What do people do when they 
meet?
Relating Concepts. What do 
various cultures do when they meet 
people of the same culture? Different 
cultures?
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very top of the company, with a president or board chairperson. This is 
especially true of cultures with well-defined social classes. Elsewhere, such 
decisions can be made by lower-level management or a board of directors.

Finally, cultures have different attitudes toward the negotiation process 
itself. In some countries, each point is a source of lively (and sometimes 
loud) debate. A forceful argument earns respect; it shows determination 
and commitment. In other cultures, the discussion is reasoned and to 
the point. Lengthy arguments are taken as stubbornness, and loudness 
is considered impolite. Both may lead to the end of a negotiation.

If you make a mistake, remember that the whole purpose of learn-
ing etiquette is to show respect. If your words and actions communicate 
appreciation and respect as you know it, others will be likely to tolerate 
your lack of specific understanding. Simply apologize for not being as 
familiar with the other party’s culture as you would like. Don’t expect 
explanations to excuse careless offenses. Instead, let your respectful 
attitude generate goodwill.

Why is learning the etiquette of other cultures an 
advantage to entrepreneurs?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 4.2 of the Business Plan Project in your Study Guide, or 
Section 4.2 in BizTech.

Reviewing Objectives
1. What is negotiation?
2. What is a concession?
. What is a compromise?
4. How can you use the result of a negotiation 

to benefi t your business?
5. How can your values aff ect negotiating?
. Identify some areas of business where diff erent 

cultures have diff erent attitudes or practices.

Critical Thinking
7. Relating Concepts. How is a concession 

related to a compromise?
8. Analyzing Information. A friend comes 

away from a negotiation very happy. “I was 
ready to make concessions,” he reports, “but 
they agreed to everything I asked for.” Would 
you call these negotiations successful? Why 
or why not?

Working Together
With a partner, write a dialog between two parties 
negotiating for a large purchase to be delivered 
by the end of the month. Specify other details 
of the negotiation to make it more realistic. One 
partner should repeatedly act uncooperative or 
confrontational, while the other tries to keep the 
process moving forward. Perform your dialog for 
the class.

ASSESSMENT 4.2

SPAM and SPIM
Most people who communicate over the 
Internet eventually get SPAM, unwanted 
e-mail advertisements, or its IM equivalent, 
SPIM. Investigate SPAM and SPIM. Who is 
credited with “inventing” SPAM? What laws 
govern such electronic junk mail? What argu-
ments are used for and against this practice?

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies
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ENTREPRENEUR PROFILE

Spreading the Word!
When Michael Simmons was 16 years old, he co-
founded his fi rst business, PrincetonWebSolutions, a 
Web development company. Although his company 
was very successful, Michael made one mistake that 
cost him and his partner several thousand dollars. The 
mistake? They didn’t prepare and plan enough for what 
could go wrong. “Now,” said Michael, “before I do any-
thing, I do a pre-mortem by making a list of what could 
go wrong and how I could keep it from happening.” 
At an early age, Michael learned one of the basic prin-
ciples of running a business.

Michael met Sheena Lindahl on their third day of 
college at New York University. The two discovered 
they had a lot in common. Sheena had become fi nan-
cially independent of her parents when she was 17 and 
was paying for her own college tuition, which cost over 
$30,000 yearly. She used the same strategies Michael 
was using to run his business. Both had learned how 
to capitalize on limited resources, build a network, 
develop a personal brand, and step outside their com-
fort zone, even to the point of getting married.

Putting It Together
In their junior year, Sheena and Michael launched the 
Extreme Entrepreneurship Education Corporation. 
They had spent months interviewing successful people 
and put their research as well as their life experiences 
into The Student Success Manifesto, which they self-
published. The Student Success Manifesto: How to Create 
a Life of Passion, Purpose, and Prosperity by Michael 
Simmons became an Amazon bestseller.

After publishing the book, Sheena and Michael 
started receiving speaking requests. As they spoke 
to high school and college students, they recognized 
the need for students to hear about young entrepre-
neurs—about their peers who were taking action and 
starting businesses. They decided to spread the word 
to help college students plan, prioritize, and pursue 
their vision for life.

Going on the Road
Just after Sheena and Michael graduated, they 
launched the Extreme Entrepreneurship Tour. 
Traveling in a big red bus, they started visiting college 

campuses nationwide, conducting half-day work-
shops where students could hear all about entrepre-
neurship and how to follow their dreams. Sheena and 
Michael put together a network of young entrepre-
neurs who related their experiences at these events. 
As a follow-up to workshops, they developed an 
online anti-procrastination and coaching tool called 
JourneyPage.

Sheena and Michael believe the best time for stu-
dents to start a business is while they’re in college. 
A number of resources support youth entrepreneurs, 
including foundations and organizations. Many stu-
dents don’t necessarily have to worry about paying for 
health care or raising children, factors that may infl u-
ence their decisions in later life. Often, students can 
receive fi nancial support from their parents. Sheena 
and Michael feel that becoming entrepreneurs gives 
students a unique experience that will help them in the 
future and promote a maturity and personal growth 
that comes from launching a business.

Thinking Like an Entrepreneur
1. How can you prepare for things that might go 

wrong?
2. How would you get the information you might 

need for writing a book? 
3. Why might starting a business while you’re in 

school be a good idea? What are some of the 
pitfalls?
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CHAPTER SUMMARY

4.1 Communicating in Business
Communication is an essential, everyday part of entrepreneurship. Effective 
communication is brief, organized, clear, relevant, courteous, and appropriate. 
Communication may be written, spoken, or electronic. Each type is best suited 
for certain situations and audiences. Written communication includes busi-
ness letters, memos, e-mails, and faxes. Business letters have a specific format 
and are written to people outside of the company, while memos, which also 
have a specific format, are written to individuals within the company. E-mails 
require the same care in composing as a business letter. Spoken communica-
tion includes telephone calls, conference calls, and videoconferences. Instant 
messaging is electronic communication. Active listening is consciously paying 
attention and responding in ways that improve communication.

4.2 Negotiating
Negotiation is a process in which two or more parties reach an agreement or 
solve a problem through communication. It is essential to doing business. 
Negotiating requires that you bargain in good faith. Successful negotiations 
start with identifying needs and deciding where concessions can be made. All 
sides must be ready to make compromises. Following through on a negotiated 
agreement allows you to improve business relationships and build a reputation 
for honesty and reliability. Your values influence your negotiations and affect 
the success of an agreement. Entrepreneurs who respect and appreciate other 
cultures can benefit from global markets. Learning a country’s business and 
social etiquette can help an entrepreneur in international negotiations.

REVIEW VOCABULARY
Write a short play in which a business owner and a few employees meet to share ideas on where and how to buy 
a particular needed product or service. Incorporate at least half the terms listed below in the conversation, the 
actions, or a description of the surroundings. The play can use humor, but be sure to use the terms correctly.

 ⦁ active listening (p. 85)

 ⦁ bargaining in good faith (p. 87)

 ⦁ compromise (p. 91)

 ⦁ concession (p. 89)

 ⦁ conference call (p. 83)

 ⦁ emoticon (p. 85)

 ⦁ fax (facsimile) (p. 80)

 ⦁ instant messaging (IM) (p. 84)

 ⦁ memo (p. 79)

 ⦁ message thread (p. 80)

 ⦁ negotiation (p. 87)

 ⦁ salutation (p. 77)

 ⦁ texting (p. 85)

 ⦁ values (p. 93)

 ⦁ videoconference (p. 83)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. One advantage of instant messaging is that it
a. lets you see and hear the other party
b. allows complete privacy
c. gives you plenty of time to compose 

messages 
d. is almost as fast as a phone call

2. A good speaker
a. avoids making eye contact with listeners
b. encourages participation
c. discourages listeners from asking questions
d. uses gestures constantly

3. To get the most from a videoconference,
a. wear bright clothing
b. avoid making unnecessary noise
c. use the mute button when talking
d. none of the above

4. Entrepreneurs who learn the social etiquette of a 
diff erent culture

a. can’t negotiate in good faith
b. miss business opportunities in their own 

country
c. can participate more eff ectively in an inter-

national negotiation
d. none of the above

5. On an envelope, the return address is
a. in the center of the envelope
b. in the upper-right corner
c. on the back of the envelope
d. in the upper-left corner

6. If you can’t meet your commitment after negoti-
ating an agreement, you should

a. avoid doing business with the other party 
again

b. try to make up for any problems you caused
c. avoid negotiating in the future
d. point out ways that the other party contrib-

uted to the problem

7. A country’s rules of business etiquette refl ect
a. the country’s overall social customs and 

attitudes
b. the country’s level of economic 

development
c. the country’s openness to outside 

entrepreneurs
d. all of the above

8. Memos don’t include the recipient’s address 
because

a. they’re used as notes in negotiation
b. they’re written as reminders to yourself
c. they’re usually sent to a business’s own 

employees
d. they’re going to unknown recipients

9. A concession is
a. all sides giving up something to reach an 

agreement
b. communication so everyone wins
c. neither side giving in
d. one side giving up something to reach an 

agreement

10. In a negotiation, it is important to focus on
a. what you need
b. what you want
c. winning
d. making sure the other party concedes 

more than you do

11. In a letter today, “cc” stands for
a. complete copy
b. carbon copy
c. courtesy copy
d. complimentary copy

12. When preparing to negotiate, you should
a. decide what concessions you can ask from 

the other party
b. focus on your wants, not your needs
c. develop an aggressive, confrontational 

style
d. focus on getting the other party to give 

you everything you want
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13. Write a business letter. Exchange it with a class-
mate. You will each describe how you would 
respond to the other’s letter if you were its 
intended recipient. Rewrite your letter based on 
your classmate’s feedback.

14. Work in a small group to create an eight-page 
booklet giving pointers on how to negotiate. Use 
pictures as well as written text. The tone can be 
humorous, but the advice should be practical.

15. Choose a foreign country that interests you. Learn 
about one area of etiquette in that country that 
would be useful for an entrepreneur to know, such 
as dress, greetings, or eating in a restaurant. Dem-
onstrate what you have learned for the class.

16. Debra imports Irish lace for her wedding dress 
boutique. The Irish currency is the euro (symbol-
ized as €). At the time of Debra’s last order, the 
exchange rate was $1.00/€0.65. Debra ordered 
€480 worth of lace. What did the lace cost in U.S. 
dollars? The lace maker added €87 to cover ship-
ping. What was Debra’s total cost in U.S. dollars?

17. You run an auto-detailing shop that specializes in 
custom paint jobs. You have agreed to repaint a 
classic Ford Mustang at no charge. In exchange, you 
will get 15 percent of the car’s selling price when 
the owner auctions it on eBay. The paint and other 
supplies you need cost $172. The job will total about 
9 hours at $38 an hour. The owner expects the 
Mustang to sell for about $11,000. What would your 
share be? How much profi t would you make?

18. You’re a caterer negotiating to provide an outdoor 
picnic dinner for 150 people. The major item in 
your picnic will be fried chicken. The client agreed 
to your price yesterday and you shook hands on it. 
You know, however, that the price was higher than 
your client expected. You haven’t signed a contract 
yet. Today your poultry supplier off ers you a spe-
cial price on chicken parts. This lowers your costs. 
You know you could pass on the savings to your 
client and still make the profi t you planned. What 
would you do?

19. Contact an architectural fi rm to learn about the 
design and planning of videoconference rooms. 
How are physical elements chosen to promote 
communication? For example, what colors reduce 
distractions? What materials improve sound qual-
ity? Does the technology require special wiring or 
create other concerns? Report your fi ndings to the 
class.

20. Locate businesses that could help entrepreneurs 
“go global.” These companies might help with 
making travel plans, understanding the language, 
or learning the customs and laws of a country. 
Contact one business for details on their service or 
product. Develop a presentation about the busi-
ness you researched.
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ENTREPRENEURS & TECHNOLOGY

Competing Online
What is your most important goal if you are an e-busi-
ness owner? Easy! It’s getting customers to visit your 
site. Just as with a traditional store, customers can’t 
buy something without first walking through the 
door. An e-business owner has to think about site 
traffic, the number of visits a Website gets over a 
specified period.

But how do potential customers find your Website? 
Considering all the Websites on the Internet, how do 
they come to yours? You probably already know the 
answer. Many potential customers find Websites by 
using a search engine, such as Google. Because of 
this, an e-business owner is very interested in search 
engine ranking, the order of specific words or groups 
of words in a particular search engine. The goal is to 
be on the first page of search results. No business 
wants to be buried on the tenth page. Very few cus-
tomers would have the patience to find the company.

Deciding to Compete
With a traditional store, it is relatively easy to determine 
whether you should open in a particular neighbor-
hood. You need to determine if there are competing 
businesses in the area and whether the neighborhood 
needs the products or services you are offering. For 
an e-business, it’s a bit more complicated. You need 
to know how many other Websites are offering similar 
products or services.

What Makes a Business Special?
Once you know how many Websites are selling a simi-
lar product or service, you need to figure out what will 
make your business stand out from the others. One 
way to do this is to check which of the competing 
online businesses is getting the most traffic. You can 
do this by visiting a site-ranking portal, which lists 
top-ranking sites. One site-ranking portal is Alexa.com.

Once you know which of your possible online com-
petitors is getting the most traffic, you will need to 
figure out why. Some questions are: Is this site’s design 

especially engaging? Is it easy to navigate? What 
about it sets it apart from competitors? What makes 
it special? Often, analyses of competing Websites are 
undertaken by an outside consultant.

Setting Goals
Once a Website is up and running, the e-business 
owner sets goals for daily Web traffic. Having 
researched the site traffic at competing Websites, 
you will likely have a realistic expectation for your 
Web traffic. Most new e-businesses take a while to 
begin to generate optimal Web traffic. You can typi-
cally plan for lower traffic for the first few months until 
the business begins to generate the amount of traffic 
it should. Even with extensive planning, a start-up 
business may not see a profit in the first year or more. 
Businesses that aren’t well funded sometimes cannot 
make it through this initial period and are shut down 
when their traffic goals are not met.

 ⦁ search engine 
ranking

 ⦁ site traffic
 ⦁ site-ranking portal

Check Yourself
1. Why is traffic important for any store?

2. Why is a high search engine ranking 
important for an e-business?

3. How would a prospective e-business owner 
use a site-ranking portal in the business 
planning process?

Tech Vocabulary

What Do You Think?
Solving Problems. What would you do if you did 
not meet your projected traffic goals for a new 
e-business?
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Notes Extensions

Ask students to calculate the percentage 
of time they spend on each activity each 
day.

Gather students’ time logs and assign 
one small group to tally the numbers of 
the entire class. Assign another group 
to calculate how the class, as a whole, 
spends its time. Encourage this group 
to use percentages, charts, and diagrams 
to illustrate their findings. Divide the 
remainder of the class into small groups, 
or partners, and ask each of these groups 

to write a short two-page paper assessing 
the results of the time logs and suggest-
ing ways the class, as a whole, could use 
time more effectively. Ask these groups 
to present their papers to the class.

Time 
 Management

Reviewing Concepts
1. Keeping a time log will let 

you know exactly how you 
spend your time. It can 
show how you are wasting 
time.

2. Prioritizing is important 
because it makes sure that 
the most important tasks 
get done first.

3. Answers will vary.

Manage Your Time
4. Answers will vary. Ask the 

class to do this assignment. 

5. Answers will vary. Encour-
age students to start by fo-
cusing on the “Time Tips” 
on page 102.

Time 
 Management

This is a special feature on 
time management. It can be 
taught at any point in the 
course.

Discuss with students how 
they use their time and 
whether they feel the need for 
help in managing it.

Time Tips
Ask students which of the 
time tips they would find most 
useful. Do they already use 
some of these tips?

Ask how many truly focus on 
one task at a time. How many 
watch television, text, use the 
computer, and study at the 
same time? Discuss if that is 
“focused.”

Reviewing Concepts
1.  How can keeping a time log assist you in 

managing your time?

2.  Why is prioritizing tasks important?

3. List at least three of the time thieves in your 
life?

Manage Your Time
4.  Using Tables. Create a time log that tracks 

how you spend your time in a week.

5.  Applying Concepts. Based on your time 
log, describe how you could make the best 
use of your time (use the Time Tips on the 
previous page as a starting point).
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Mon Tue Wed Thu Fri Sat Sun

School

Study

Socialize 
in Person
Phone/
Texting

Computer

Exercise

Chores

TV

Eat

Sleep

Other

Time Log
A time log shows the number of hours used for various 
activities. It can help you see if you are wasting time.

Pr ed ic Tin g  How much time during a week do you spend 
watching TV? Talking on the phone?

Time Log

Time management 
is a skill you will 
need throughout 
life. Adults need 

to manage the time 
they spend at work 

and at home. As a stu-
dent, you need to manage 

the time you spend at school and the time you 
spend studying. You also need to manage the time 
you devote to family, friends, and activities.

Time Management
Time can be a valuable friend or your worst en-
emy. You can never recapture misused or lost time. 
Learn to use time as a valuable resource. The way 
you manage this resource can make the difference 
between success and failure.

Planning how to use your time is time manage-
ment. It is a key element in your study habits. You 
are the only one who can plan and manage your 
time. Many people feel they don’t have enough 
time, or they allow others to use up their time. The 
key to success is to make the best use of your time.

If you are in the habit of wasting time, you can 
work to break the habit. Managing your time is 
not diffi cult. Much of your time is planned for you. 
For example, your school hours are determined by 
your teachers and school offi cials. Your work hours 
are determined by your employer. But it is your job 
to manage the rest of your time. You might plan 
for the following activities:

• Uninterrupted periods for study
• Personal duties and chores
• Relaxation and fun

Did you ever run out of time and then wonder, 
“Where did the time go?” Most people don’t know 
how they spend their time. A good way to fi nd out 
is to keep a daily time log for two weeks. A time 
log is a written record of a person’s use of time. 
After keeping a time log for two weeks, you may 
be surprised to see how you use your time.

Time Tips
The earth’s timetable is fi xed at 365 days a year, 24 
hours a day, 60 minutes an hour, and 60 seconds a 
minute. How can you stretch this time? How can 
you get more time to do everything you want to 
do? The answer is to take these steps to make the 
best use of your time:

1.  Write a To-Do List Each Day. What you 
don’t write down, you can easily forget.

2.  Prioritize. Priorities are things you consider 
most important. Tasks that have the high-
est priority should be done fi rst. Categorize 
your tasks in order of (A) most important, 
(B) next important, and (C) least important. 
Check off the tasks as you complete them. 
Do the “C” tasks only if you have time.

3.  Focus on One Task at a Time. Stay with 
one task and give it your full attention. Re-
sist the urge to be distracted.

4.  Don’t Procrastinate. Do not delay or put 
off decisions or activities. Don’t leave things 
until the last minute. Do a little each day on 
long-term assignments.

5.  Reduce Interruptions. Beware of time 
thieves—instant messaging and phone calls 
will steal precious time and prevent you from 
completing tasks. Tell friends when you can 
be reached and try not to let anyone or any-
thing interrupt your schedule.

6.  Establish a Regular Time and Place for 
Study. This will help to program your mind 
to stay on-task and discourage interruptions.

7.  Use Your Spare Time Wisely. When you 
fi nd yourself with some free time during the 
day, make it productive. Do some reading.

8.  Get a Good Night’s Sleep. You’ll be better 
able to handle your tasks if you get the sleep 
your body and mind need.

9. Make Time for Fun!

102  Preparing for Business

Why is Time management important?

TIME MANAGEMENT

they spend at work 
and at home. As a stu-

dent, you need to manage 
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Notes

Chapter 5
Ethics & Social 
Responsibility

Reinforce
Check Your 
Understanding
 1. b

 2. c

 3. d

 4. a

 5. b

 6. d

 7. a

 8. a

 9. c

 10. b

 11. c

 12. b

Chapter 5
Ethics & Social 
Responsibility

Review
Chapter Summary
Encourage students to use the 
Chapter Summary on their 
own to review the important 
concepts introduced in this 
chapter.

Review Vocabulary
Encourage students to put an 
imaginative slant on their sto-
ries. For example, the article 
might describe a competition 
for naming the most ethical 
businesses in the community 
or a report about an entre-
preneur speaking to school-
children on what it means to 
be ethical. It might be about 
job applicants comparing the 
ethical track record of poten-
tial employers or an interview 
with a retiring entrepreneur 
giving his or her philosophy of 
business ethics.
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Greenwashing is unethical because it
a. infringes on copyright
b. misleads consumers
c. creates confl ict of interest
d. all of the above

2. Pauline’s Pooch Palace gives $1 from every dog 
grooming to the local animal shelter. This is an 
example of

a. sustainable design
b. fair trade
c. purchase-triggered donation
d. philanthropy

3. A well-written code of ethics
a. enhances a business’s reputation
b. helps attract quality employees
c. helps prevent legal problems
d. all of the above

4. The owner of a children’s clothing store uses 
popular cartoon characters in her ads. This might 
be an example of

a. copyright infringement
b. social media
c. cause-related marketing
d. confl ict of interest

5. By donating much of his fortune to building 
libraries, the American industrialist Andrew 
Carnegie demonstrated his belief in

a. sponsorship
b. philanthropy
c. sustainability
d. ethical sourcing

6. One way to reduce a business’s carbon footprint 
is through

a. greenwashing
b. sponsorship
c. communicating with investors
d. sustainable design

7. When communicating with investors, an entre-
preneur should

a. give both good news and bad news about 
the business

b. suggest ways that a larger investment 
would improve sales

c. make confi dent predictions about the busi-
ness’s growth

d. give only the information the investors 
specifi cally ask for

8. One challenge to writing a code of ethics is
a. balancing contrasting qualities in an 

eff ective way
b. avoiding controversial issues
c. pleasing investors
d. avoiding copyright infringement

9. A carbon footprint measures
a. your sustainable energy
b. the amount of carbon in the environment
c. the amount of carbon you use
d. the amount of carbon off sets you have 

purchased

10. A business promotes transparency through
a. energy effi  ciency
b. protecting whistle-blowers
c. buying carbon off sets
d. fair trade

11. Lila, a kitchen designer, helps clients choose 
appliances. An appliance dealer gives her gifts 
and tickets to shows. This situation has the 
potential for

a. cause-related marketing
b. patent infringement
c. confl ict of interest
d. fair use

12. A code of ethics is most useful when it is based on
a. philanthropy
b. universal values
c. fair use
d. environmental responsibility

128  Chapter 5

Review and Assessment

C
H

A
PT

ER5
CHAPTER SUMMARY

5.1 Ethical Business Behavior
Ethics are moral principles that govern decisions and actions. They are based 
on universal values that have been shared by all cultures throughout history. 
Cultures differ in how they express and enforce ethical values. Business ethics 
are moral principles applied to business issues and actions. Practicing busi-
ness ethics benefits entrepreneurs. Businesses demonstrate ethics by practic-
ing transparency, encouraging whistle-blowers, and writing a code of ethics. 
Transparency is openness and accountability in business decisions and actions. 
An important ethical concern for entrepreneurs is intellectual property, which 
is an artistic or industrial creation or invention. The protections for intellectual 
property are copyrights for artistic work, trademarks for brands and brand 
names, and patents for inventions. Other ethical concerns for entrepreneurs 
are conflicts of interest and confidentiality.

5.2 Socially Responsible Business and Philanthropy
Businesses demonstrate corporate social responsibility when they act in ways 
that balance profit and growth with the good of society. Businesses have a 
responsibility to treat employees, customers, suppliers, investors, and creditors 
ethically. Four qualities mark a responsible relationship with customers: hon-
esty, respect, accessibility, and attention. Socially responsible entrepreneurs also 
try to preserve and protect the environment. Businesses and entrepreneurs give 
back to the community through cause-related marketing, which can include 
sponsorships, facilitated giving, and purchase-triggered donations.

REVIEW VOCABULARY
Imagine you are a reporter writing a story on ethics and business. Incorporate at least ten terms from the following 
list in your story.

 ⦁ business ethics (p. 106)

 ⦁ carbon footprint (p. 122)

 ⦁ carbon offset (p. 122)

 ⦁ cause-related marketing (p. 123)

 ⦁ conflict of interest (p. 113)

 ⦁ copyright (p. 111)

 ⦁ corporate social 
responsibility (p. 115)

 ⦁ ethical sourcing (p. 115)

 ⦁ ethics (p. 105)

 ⦁ facilitated giving (p. 124)

 ⦁ fair use (p. 112)

 ⦁ greenwashing (p. 123)

 ⦁ infringement (p. 112)

 ⦁ in-kind donation (p. 125)

 ⦁ intellectual property (p. 111)

 ⦁ patent (p. 111)

 ⦁ philanthropy (p. 124)

 ⦁ public domain (p. 112)

 ⦁ purchase-triggered 
donation (p. 124)

 ⦁ social media (p. 108)

 ⦁ sponsorship (p. 123)

 ⦁ sustainable (p. 120)

 ⦁ trademark (p. 111)

 ⦁ transparency (p. 107)

 ⦁ universal values (p. 106)

 ⦁ whistle-blower (p. 108)

Pearson Test Gen
Chapter 5 of the Pearson Test Gen test 
bank software can be used to generate 
tests for this chapter.
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second chance? Fire her? Ask whether 
her insistence on transparency can be 
an asset to the business. How would 
a written code of ethics be valuable 
here?

Business in Your Community
19. Students can locate area businesses to 

contact at the Better Business Bureau 
Website, www.bbb.org.

20. You might assign groups a specific 
type of business, such as fast-food 
restaurants, clothing stores, or dry 

cleaners. Have groups compare their 
findings in class. Discuss reasons for 
any patterns they see. For example, 
are certain types of businesses more 
lighting conscious? Are franchises 
any more or less energy efficient than 
independents?

Chapter 5
Ethics & Social 
Responsibility

Extend
Business Communication
13. Have groups share their 

items. Compare how simi-
lar values are carried out 
in various fields.

14. Bring in examples of blogs 
that use an informal style 
and the writer’s personal-
ity to connect with people 
on a personal level. How 
do students think writing 
a blog affects an entre-
preneur’s attitude toward 
and relationship with 
customers? How does this 
affect his or her business 
decisions?

15. Tell some groups to end 
their scene with the inves-
tors agreeing to continue 
financing the business; 
have other groups write 
the opposite ending. Ask 
the class what made the 
difference in the investors’ 
minds. Were the entrepre-
neurs too pessimistic? Too 
optimistic?

Business Math
16. For Energy Star® unit, 

about 88.9%; for conven-
tional, 87.5%. Restaurant 
owner would save $330.

17. About 121 made no 
contributions. About 
510 made in-kind dona-
tions (donated goods and 
services).

Business Ethics
18. Ask if students think the 

employee is right. If so, 
how will they act to be 
more honest in the future? 
If not, will they punish 
the employee? Give her a 

Business
Communication

Business
Ethics

Business
Math

Business in Your
Community
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13. Working in small groups, choose a specifi c type of 
business. Write three items of a code of ethics that 
apply to that business. With each, explain how it 
relates to universal values.

14. Imagine that you made a mistake that inconve-
nienced and angered customers. Write a paragraph 
that will be posted on your company’s Website. 
Keep in mind the importance of both transparency 
and confi dentiality.

15. In small groups, write and perform a scene in 
which you give a fi nancial report for your business 
at a meeting with investors. The business hasn’t 
done well, and you need money. How will you 
answer investors’ questions, accepting responsibil-
ity without causing them to lose confi dence?

16. See the table below. For each unit, what percent-
age of the operating cost goes for electricity? How 
much money in water costs could be saved by 
replacing three conventional dishwashers with 
three Energy Star® models?

17. In a survey of 809 small-business owners, eighty-
fi ve percent said they donated money to a charity 
the year before. Specifi cally, how many made chari-
table contributions?

18. Your business went through a slump last month, 
and you weren’t sure you could pay your employ-
ees. You decided that, if needed, you would take 
the money from your own savings. Fortunately you 
didn’t have to, but one employee found out and 
told the others. She said she thought they had the 
right to know when their jobs were in danger and 
that you had acted dishonestly in not telling them. 
She also said she would do the same thing in the 
future. How would you handle this situation?

19. Contact your local Better Business Bureau. Ask 
what ethical standards a company must uphold to 
be accredited by the Better Business Bureau. Does 
the Better Business Bureau feel that membership in 
the Bureau has an aff ect on profi ts, employees, or 
other aspects of business?

20. Working in a group, do a telephone or walking 
survey of area businesses to learn what steps they 
are taking to improve energy effi  ciency. Which 
steps do the people you talk to think are most 
useful? Why? Present your fi ndings in a presenta-
tion to the class.

Commercial Dishwasher: Annual Costs
Operating 

Costs
Energy Star ® 

Unit
Conventional 

Unit
Electricity $890 $1,556

Water $112 $222

Total $1,002 $1,778
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How would you fi nish this statement?

One rule everyone should live by is . . .

Write your response on a piece of paper. Be prepared to explain your answer.

What Are Ethics?
In Chapter 4, you read about values, intangible things that you 
believe are important. Individual values form the basis of  ethics, 
a set of moral principles that govern decisions and actions. To act 
ethically is to act in ways that are in keeping with certain values.

Ethics and Culture
Suppose you ask three people if friendships are important. All 
three will probably say yes. You then ask if succeeding in school 
and volunteering for a good cause are important. Again, everyone 
will likely agree. Now suppose you ask: Which is more important: 
spending time with friends, studying, or volunteering? Here, dis-
agreement may arise, with such answers as “Volunteering is always 
more important than just hanging out with friends” or “Spending 
time with friends is fine—unless you need to study to bring up 
your grades.” People tend to agree on values but have different 
ideas about how to apply them.

That pattern is repeated throughout society. You could study 
cultures with vastly different foods, languages, and governments. 
Yet you’ll find that they all value friendship, success, and helping 
others. They all nurture the young and care for the old or sick. 

Ethical Business 
Behavior5.1

OBJECTIVES

 ⦁ Relate values to ethics
 ⦁ Describe the benefits of practicing business ethics
 ⦁ Explain ways that entrepreneurs can promote ethical behavior in 

the workplace
 ⦁ Suggest solutions to ethical problems entrepreneurs may face

VOCABULARY

 ⦁ business ethics

 ⦁ conflict of interest

 ⦁ copyright

 ⦁ ethics

 ⦁ fair use

 ⦁ infringement

 ⦁ intellectual property

 ⦁ patent

 ⦁ public domain

 ⦁ social media

 ⦁ trademark

 ⦁ transparency

 ⦁ universal values

 ⦁ whistle-blower



▼  Figure 5-

Universal Value
Nurturing the young is a universal 
value.
Applying Concepts. What would 
happen to a society that didn’t 
nurture its young?
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These are examples of  universal values, values shared by all cultures 
throughout history. 

Universal values are recognized because they promote the conditions 
needed for individuals to survive, enjoy life, and get along with others. 
They start with the basics of life: food, water, shelter, and physical safety. 
Actions that further the common good are universally accepted as right: 

obeying the law, for example, and caring for the 
young and the old. Likewise, certain acts are seen as 
wrong: killing, stealing, and irresponsible behavior. 
Positive qualities such as generosity and fairness are 
encouraged everywhere, while greed and dishonesty 
are universally discouraged.

This agreement on values creates a similarity 
in ethics as well. However, just as individuals dif-
fer in their opinions on values, cultures differ in 
how they express and enforce ethical standards. 
For instance, all cultures have laws, written or 
unwritten, to punish dishonest actions. But what 
actions are considered dishonest and how they are 
punished varies with different cultures.

Business Ethics
If you follow the news, you may have learned of ille-
gal deals involving large corporations. One company 
lied to employees about its financial health, encour-
aging workers to invest millions of dollars in com-
pany stock. Then the business declared bankruptcy, 
wiping out the savings the workers had counted on 
for retirement. Another company knowingly sold 
toys containing lead-based paint, which was banned 
years ago as a health hazard to children.

Stories like these, along with common com-
plaints such as hidden fees and poor customer ser-

vice, have tarnished the image of business. They’ve also brought attention 
to the topic of  business ethics, moral principles applied to business 
issues and actions. Many people now wonder if such a thing as business 
ethics exists at all.

Entrepreneurs have considerable influence on their company’s busi-
ness ethics. Like operating a business itself, this is both an opportunity 
and a responsibility.

What are universal values?

Why Practice Business Ethics?
The main reason for behaving ethically, in business or in any area of 
life, seems obvious: It’s the right thing to do. It’s what you should do. 
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It’s what anyone would do. It’s just following the golden rule: Do unto 
others as you would have them do unto you.
However, there are three practical reasons why you should practice 
business ethics:

⦁ Customers are more confident when buying goods and services 
from an ethical company. As a consumer yourself, you may pre-
fer buying from companies with a history of acting ethically. 
Consumer surveys show you’re not alone. This makes sense—
people don’t trust a company to offer high-quality goods and 
services if it has a reputation for acting unethically.

⦁ An ethical workplace motivates employees. Have you ever seen 
other students copy a paper or cheat on a test and not get caught? 
You may have wondered why you should play by the rules when 
people who break them seem to succeed just as well. Employees 
also feel discouraged and frustrated when that happens in the 
workplace. In contrast, people are proud to work for someone 
with high ethical standards. They feel more confident about their 
work and more loyal to a fair and ethical employer.

⦁ Ethical behavior also prevents legal problems. Defending yourself 
in court can be expensive. Lawsuits obviously cost a company 
money for lawyers’ fees, judgments, and penalties. They also 
damage your reputation, which can lead to lost customers for 
years to come. It may even be enough to cause your business to 
fail and ruin your career.

How does practicing business ethics help attract 
employees?

Establishing an Ethical Workplace
Universal values establish a strong foundation for society. Universal 
values are also a good basis for running your business. Deciding how 
to apply these values will be as important as any other planning you do. 
This section describes issues and ideas that will help you foster an ethical 
atmosphere in your workplace. It points out opportunities to show that 
you take ethics seriously and expect others to do the same.

Creating Transparency
Have you heard the expression “The buck stops here”? It describes a 
management style that assumes it has the authority to make decisions 
and takes responsibility for those decisions. That’s the idea behind 
transparency, or openness and accountability in business decisions 
and actions. Letting people see what a company is doing, and why, is 
a strong deterrent to unethical behavior. For example, when transpar-
ency is practiced, employees know how their retirement fund is being 
invested. Consumers know that wrongdoers are punished.
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Communication is essential to 
transparency. Companies have tra-
ditionally communicated through 
memos to employees and press 
releases and press conferences 
for the public. More and more, 
they’re using social media as well. 
Social media are interactive elec-
tronic forms of communication. 
Blogs and message boards, where 
people carry on public conversa-
tions, are two popular examples.

Although social media can 
be just another form of adver-
tisement, they’re also a means of 
demonstrating transparency. In 

one company, for example, employees routinely accessed files on the 
company computer from remote locations so they could work away 
from the office. This increased productivity but also posed a security 
risk because the information could have fallen into the wrong hands. 
So a company vice president discussed the subject in his blog at the 
firm’s Website. Anyone with Internet access could see that the lead-
ership recognized the threat and had a strategy to help prevent and 
deal with it.

Can you see how going public in this way with a potential problem 
enhanced the business’s reputation? If the company had only circulated 
a memo or held meetings among employees, it would not have been 
quite such a positive (transparent) response.

Of course, not everyone has a need or even a right to know every-
thing a company does. A business is justified in concealing a “trade 
secret” that is crucial to its success, such as a recipe for a food it sells 
or plans for a new product. Revealing personal information, even vol-
untarily, should be done with care. You need to ask whether the value 
of transparency outweighs the invasion of privacy and the possible 
harm that may result.

Responding to Whistle-Blowers
A whistle-blower is a term for someone who reports illegal or unethi-
cal conduct to superiors or to the public. In some cases, these actions 

are protected by law. For example, the Sarbanes-Oxley 
Act of 2002 makes it illegal to fire or pun-

ish employees who help authorities investi-
gate stock market fraud. Other laws protect 
individuals who report workplace safety and 
environmental violations.

Management’s response to whistle-
blowing, beyond these legal requirements, 

sends a message about its commitment to 

Figure 5-2 ▶

Harry Truman
Harry Truman is famous for the 
sign on his desk saying “The buck 
stops here.”
Communicating. What was Harry 
Truman saying to the American 
people through that sign?
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business ethics. Does a company encourage employees to speak up 
when a job or situation troubles them? Does it discourage employees 
who pressure whistle-blowers to keep silent? Finally, does it take these 
reports seriously and act to correct unethical practices?

Writing a Code of Ethics
A code of ethics describes a business’s moral philosophy and gives con-
crete guidelines for carrying it out. Writing a code and distributing a 
copy to every employee is a wise move for several reasons.

First, writing a code of ethics forces you to clarify your own values 
and principles. Before you can write such a code, you will have to ask 
yourself what you believe is important. Answering those questions 
helps you understand the concepts in more concrete terms. Everyone 
says they value honesty, for instance, but what does that word mean 
to you exactly?

Having a code will also help prevent and resolve problems. When a 
question arises about whether an action is ethical, you and others can 
see how it compares to the code.

Finally, a written code provides some protection against claims of 
unfairness. Employees know from their first day what behavior is encour-
aged and what could result in dismissal. Suppliers can see your reasons 
for choosing another business over their own. The code shows that you 
don’t knowingly tolerate unethical behavior.

Because business ethics can be so complex, professional advice on 
writing and maintaining a code of ethics is a worthwhile investment. 
Many large companies hire a compliance officer to ensure that their 
practices comply with their written code and that the code follows 
state and federal law. Compliance officers also answer employees’ ques-
tions about how the code is applied and investigate reports of possible 
unethical behavior.

Developing a useful code of ethics can be difficult. The challenge 
can be summed up in one word: balance. The code must balance con-
trasting qualities in an effective way. For example:

 ⦁ The code must be general enough to apply to many situations, 
yet specific enough to offer practical help. Likewise, it should 
hold true to moral principles, yet be flexible enough to make 
allowances for the circumstances of the individual case. To strike 
this balance, codes are often divided into several parts: the first 
lays out the general values and ethical goals. Next are rules for 
behavior in particular situations.

 ⦁ The code should reflect your values but also respect the beliefs 
of those who will be affected. Recall that people can hold the 
same values but act on them differently. Suppose one point in a 
code concerns the importance of giving back to the community. 
One employee might carry out this value by volunteering with a 
wildlife preservation group. Another might join the Chamber of 
Commerce, which promotes economic development. To bring in 
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a range of opinions, you may want to involve employees, trusted 
advisors, and experienced businesspeople in your efforts.

 ⦁ The values can be idealistic, but the guidelines must be realistic. 
A code needs achievable language, such as “encourage” and 
“promote.” Reserve absolutes and terms such as “always” and 
“never” for clear issues of right and wrong. Compare these two 
statements: “We prefer environmentally friendly products when 
available” and “We will use only recyclable products.” Which 
statement is practical?

Our Code of Ethics

I.  We value learning and will dedicate ourselves to giving each 
child the best education possible.
We believe that education must encompass the whole child, both 
the body and the mind. We bring all of our skills and knowledge 
to promoting good physical health, fostering a full range of healthy 
emotions as well as social and relationship skills, and developing the 
mind to the fullest.

I I.  We value equality and will attack barriers of prejudice and 
injustice.
We believe that each child has untold potential that must not be 
hindered by unfair limitations of stereotypes or bias. Rather, each 
child deserves the opportunity to identify and develop all the talents 
and skills that he or she possesses.

I I I.  We value human dignity and will treat each child as a worthy, 
unique, and valued individual.
We believe that dignity and worth are inborn qualities in every 
human being. Each child must be made to feel valued and loved 
unconditionally, regardless of abilities, social circumstance, behavior, 
personality traits, or any other interior or exterior condition.

Figure 5-3 ▶

Code of Ethics
This code of ethics would be used 
by the owner of a childcare center.
Relating Concepts. Suggest a 
practical rule or guideline that 
could be based on these values 
and beliefs.
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⦁ A code of ethics should be continually evolving without drift-
ing from its core beliefs. Universal values may stay the same over 
time, but your views on how to carry them out may change. You 
may need to adapt and revise your rules to meet new situations 
and developments in technology.

What is transparency?

Ethical Issues for Entrepreneurs
For a child, an ethical decision might be whether to share a graham 
cracker with a friend. A high school student faces more complicated 
choices with more serious consequences: writing an original essay for 
school versus “borrowing” material found on the Internet, for instance. 
An entrepreneur faces even more complex decisions. When faced with 
any ethical decision, it’s usually best to rely on your own strong personal 
values to help you determine your response.

Intellectual Property
When music downloads first became available, many music fans started 
filling their MP3 players and swapping songs with friends. They were 
stunned when record companies began prosecuting them for theft.

Can music be stolen? Yes. Music, paintings, literature, inventions, 
and architectural designs are types of intellectual property.  Intellectual 
property is artistic and industrial creations of the mind. “Possession” 
of these creations is protected by law. The owners are entitled to credit 
and usually some form of payment when their works are used, especially 
when used for commercial gain.

Artistic creations are protected by copyright.  Copyright is the 
exclusive right to perform, display, copy, or distribute an artistic 
work. Copyright applies automatically as soon as a work is cre-
ated. It covers all forms of expression, whether words, music, 
images, or concrete objects. It includes works published on 
the Internet.

Another type of intellectual property—industrial 
invention—is protected by patent. A  patent is the 
exclusive right to make, use, or sell a device or pro-
cess. Many types of creations can be patented, from 
an improved design for a ketchup bottle, to a variety 
of tomato used to make the ketchup, to a process for 
bottling the ketchup.

A  trademark is a symbol that indicates that the 
use of a brand or brand name is legally protected and 
cannot be used by other businesses. A trademarked 
brand or brand name is a type of intellectual property. 
Two symbols are associated with U.S. trademarks. The trade-
mark symbol ™ is used to indicate that the brand is protected 
in a general way, but does not have formal legal protection. 

©
 ▲ Copyright Symbol
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The registered trademark symbol ® can only be used if the owner of 
the brand or brand name has registered it with the U.S. Patent and 
Trademark Office.

Violating a copyright, trademark, or patent holder’s rights is called 
 infringement. A shop owner who plays music for customers’ enjoy-
ment commits copyright infringement. A fashion designer who copies 
software that creates dress patterns commits patent infringement.

There are ways to avoid infringement. A doctrine called  fair use
provides for the limited quotation of a copyrighted work without per-
mission from or payment to the copyright holder. Also, some creative 
works or inventions have the status of  public domain, meaning that 
their copyright or patent has expired. Works produced by the United 
States government are included in public domain.

Patent infringement isn’t an issue for most entrepreneurs. Almost every 
item you use, buy, or sell is patented, so the inventor has been compensated. 
However, imagine that you invented a new knee pad for athletes and that 
Velcro® fasteners were essential to the design. To sell the pads without 

Can you see things from another person’s point of 
view? If so, you have empathy for that person. Empathy
is being aware of and identifying with another person’s 
feelings. Think about Martin Luther King Jr. and Mother 
Teresa. They each devoted a large portion of their lives 
to showing empathy for the struggles of others.

Empathy plays a part in our everyday lives. Showing 
empathy when a friend or coworker has a particu-
lar problem or concern can be a comfort to them. 
Sometimes just spending time with and listening to a 
friend provides support. Your body language and facial 
expression can help the person see that you under-
stand what he or she is going through. Offering com-
forting words may make them feel better. Often, you 
can show that you understand their issues and empa-
thize with them by paraphrasing what they have said 
to you, using an appropriate tone of voice.

When you work with the public, you will probably 
run into people who have personal and emotional 
concerns that may make it difficult to conduct busi-
ness with them. Being able to understand and accept 
another person’s feelings and perceptions is important 
to good business interaction. Show empathy to those 
who may need it: friends, coworkers, and customers. 
A caring, empathetic response increases the likelihood 
that you will be able work together effectively.

THINKING CRITICALLY
Communicating. With a partner, discuss ways you 
may have shown empathy in the past to a person who 
needed it. Think about the strategies you may have 
used to show you understood what that person was 
going through. Share ways someone else may have 
shown empathy to you.

To read more about becoming an empathetic 
person, go to “Your Business Career” on the 
Student Center at entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Empathy

Martin Luther King

®
™ ▲ Trademark Symbol

 ▲ Registered 
Trademark Symbol
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patent infringement, you would have to compensate Velcro Industries B.V., 
which holds the patent for Velcro® products. Otherwise, you would have 
to redesign the new pad to close in some other way, using an unpatented 
method—perhaps laces (which would be a device in the public domain).

Conflict of Interest
Another ethical decision that entrepreneurs often face is related to con-
flicts of interest. A conflict of interest exists when personal consider-
ations and professional obligations interfere with each other. It’s wise to 
avoid such situations—or even the appearance of such situations—even 
if you think you can act fairly and objectively. For example, Dan has a 
lawn care business, specializing in commercial lawn maintenance. Often 
customers ask Dan to recommend full-year programs using lawn treat-
ment products. Dan has been approached by sales people representing 
these products. They have offered to pay Dan a percentage of the cost 
of any products purchased by his customers. Recently, a customer asked 
Dan for a recommendation and he had to choose between a product 
for which he receives a percentage and a similar product for which he 
doesn’t receive a percentage. If the two products were equally useful, 
and cost the same, Dan could be accused of having a conflict interest in 
recommending the product for which he receives a percentage.

A well-thought-out code of ethics can help identify and prevent 
such problems. Besides addressing specific scenarios, the code should 
also call for employees to report questionable situations so you can 
decide on the best way to handle them.

Confidentiality
As an entrepreneur, you will be gathering a good deal of information. 
You may run a background check and find that a job applicant has a 
criminal record, or discover sensative financial data through a credit 
check on potential investors or partners.

◀ Figure 5-4

Secret Recipe
If you were a business owner 
with a recipe for fried chicken, 
you would probably ask your 
employees to sign a confidentiality 
agreement.
Predicting. How would you feel 
if one of your employees violated 
the confidentiality agreement and 
started a restaurant that served 
chicken made from your recipe?
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How you and others in your company use this information can be 
an ethical matter, and the decision isn’t always clear-cut. On one hand, 
you have a duty to respect the confidentiality (privacy) of others. On the 
other hand, keeping silent could expose some people to harm. Someone 
may have a criminal conviction on record, for example, but you should 
ask yourself whether you have a reason, or a right, to make it known.

Confidentiality can also create conflict of interest. As an accountant 
with a large company, Angela knew the financial details of many clients’ 
businesses. When she left to start working for herself, she could have used 
this knowledge and asked the clients if they would like to work with her. 
Instead, she chose to build up her own clientele through her talent and 
hard work and not to “steal” her old company’s customers.

Confidentiality also has legal aspects. An employee who signs a 
nondisclosure agreement is legally barred from sharing some types of 
information with others, even after leaving the company. Health care 
professionals can lose their license for revealing facts about a patient’s 
condition without permission. In some professions, taking advantage 
of “insider” information—facts about a business’s dealings that aren’t 
made public—can lead to a prison sentence!

What kinds of work do patents and copyright protect?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 5.1 of the Business Plan Project in your Study Guide, or 
Section 5.1 in BizTech.

Reviewing Objectives
. What are ethics?
2. Give three practical reasons for practicing 

business ethics.
3. What is transparency?
4. What is intellectual property?

Critical Thinking
5. Inferring. What do you think is the diff er-

ence between a whistle-blower and a chronic 
complainer?

6. Drawing Conclusions. How do you think 
using social media can aff ect a business’s 
image? With what audiences would blogs 
and other types of social media be especially 
eff ective?

Working Together
Working in small groups, write a scene concern-
ing an entrepreneur who faces a conflict of inter-
est. Don’t resolve the conflict, however. Perform 
the scene for classmates and ask them to suggest 
ethical endings.

ASSESSMENT 5.1

Studying Ethics
Research an aspect of ethics, such as how 
children learn ethics, the effects of peer 
pressure on ethical choices, or how ideas 
about ethics have changed over time. Write 
a short report on how this affects ethics in 
business. 

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies
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VOCABULARY 

 ⦁ carbon footprint

 ⦁ carbon offset

 ⦁ cause-related marketing

 ⦁ corporate social 
responsibility

 ⦁ ethical sourcing

 ⦁ facilitated giving

 ⦁ greenwashing

 ⦁ in-kind donation

 ⦁ philanthropy

 ⦁ purchase-triggered 
donation

 ⦁ sponsorship

 ⦁ sustainable

OBJECTIVES

 ⦁ Define corporate social responsibility
 ⦁ Explain entrepreneurs’ responsibilities to individuals
 ⦁ Describe entrepreneurs’ environmental responsibilities
 ⦁ Identify entrepreneurs’ community responsibilities

Socially Responsible 
Business & 
Philanthropy5.2

Think carefully about this question:

What three things would make the world a better place?

Write your answers on a piece of paper. Be prepared to discuss your list in class.

Corporate Social Responsibility
Barny Haughton is owner and executive chef at the upscale Bor-
deaux Quay Restaurant in Bristol, England. Katie VandenBerg 
owns Eli’s Coffee Shop in the small town of Morton, Illinois. What 
do these two people, in very different circumstances and half a 
world apart, have in common?

They both are entrepreneurs. And they both demonstrate  cor-
porate social responsibility—their respective businesses act in 
ways that balance profit and growth with the good of society. 
Corporate social responsibility is based on the concept that the 
relationship between business and society ought to go deeper than 
economics. Barny designed Bordeaux Quay as a model of resource 
conservation, from its recycling program to its low-flush toilets 
(which are refilled by captured rainwater). At Eli’s Coffee Shop, 
Katie serves only ethically sourced coffee.  Ethical sourcing means 
buying from suppliers who provide safe working conditions and 
respect workers’ rights.

The examples of Barny Haughton and Katie VandenBerg dem-
onstrate that corporate social responsibility is an opportunity for 
entrepreneurs at every level. What’s more, it’s not just an after-
thought, separate from daily operations. Increasingly, behaving in 
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a way that is socially responsible is part of how a company does business. 
In some cases, it is a company’s business.

Corporate social responsibility also makes good business sense. 
Whether it’s a large corporation sponsoring a charity telethon or a local 
supermarket offering a refund for using canvas shopping bags, corporate 
social responsibility often translates into profits. This advantage for busi-
ness is sometimes described as “doing well by doing good.”

What is corporate social responsibility?

Responsibility to Individuals
Corporate social responsibility builds from the ground up. It can affect 
all the individuals who are connected in some way to the business: the 
employees, customers, investors, and creditors.

In a way, your first responsibility to all these individuals, as well 
as to yourself, is to run the business to the best of your abilities. All 
of these people rely on your company for something. Your employees 
count on you for their incomes. Your customers trust you to supply a 
quality product or service. Your investors and creditors have trusted 
your business judgment and rely on you to fulfill your financial obli-
gations. Treating a business seriously and making well-thought-out 
decisions shows that you take your responsibilities to heart.

Employees
Entrepreneurs have legal obligations to provide a safe workplace and 
fair employment policies. (You’ll read more about these in Chapters 15 
and 17.) If you’ve ever held a job yourself, however, you know that these 
conditions are only part of what employees need and want.

On a practical level, employees need the tools to do the jobs expected 
of them. Imagine the director of a preschool asking a teacher’s aide 
to lead a class in an art activity without supplying the paper, crayons, 
paints, glue, or other necessary materials. Or suppose the director of 
the preschool asked the aide to plan a menu for a child with diabetes, 
without knowing whether the aide had any knowledge of nutrition 
or special diets. The results could be frustrating and even dangerous.

On the other hand, employees also need trust. They need respect for 
their skills and the freedom to use them. Trust may come easily when 
you have only a few employees and work with them closely. The test 
comes in giving them responsibilities without supervision. Yet that’s a 
necessary step if a business is to grow.

Corporate Social Doing Well by
 Responsibility  Doing Good = 
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Some employers are cautious about trusting workers, especially with 
jobs that encourage them to learn new skills. They don’t want employees 
to outgrow the job and move on to another, possibly opening a com-
peting business. In contrast, other entrepreneurs feel a responsibility 
for helping employees grow personally and professionally. They might 
practice job rotation, for instance, training workers for different jobs in 
the company. These business owners value employees’ personal satisfac-
tion—and enjoy the advantage of having a back-up to fill a position in 
an emergency.

Employees also deserve consideration for personal needs. If you’re 
needed at home to care for a sick child, or if your car is in the shop, or 
if the bus was late, you can appreciate an understanding and considerate 
boss. Employers must recognize that an employee may have a spouse, 
children, and day-to-day responsibilities. Employers must respect and 
understand their employees’ needs to meet these commitments. In fact, 
companies that are rated by employees as the best places to work usually 
help employees balance work and personal needs.

Customers
As with employees, business owners are bound by law to treat customers 
fairly. A wise entrepreneur, however, understands that the ethical obliga-
tion goes beyond these legal minimums. As a practical consideration, 
attracting new customers also costs more than maintaining existing ones. 
The following four qualities, which cost nothing to put into practice, 
mark a responsible relationship with customers:

 ⦁ Honesty. Be honest and transparent in all areas. Inform custom-
ers about your products, both the advantages and drawbacks. If 
you offer a service, describe your qualifications and abilities accu-
rately. Carefully estimate the time and cost of completing a project. 
Admit to mistakes without offering excuses.

◀ Figure 5-5

Employers Value Employees
Employees would rather work 
for an employer who trusts and 
respects them.
Applying Concepts. If you were 
an employer, how would you show 
that you respected and trusted your 
employees?
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Supplier
Acting responsibly toward 
suppliers or vendors carries its 
own reward.
Applying Concepts. How can 
suppliers and vendors help a 
business owner?
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 ⦁ Respect. Customers come to you hoping you can meet their 
needs or solve their problems. Their needs and problems are 
important to them, and they should be to you, as well. Take cus-
tomer complaints seriously. These are opportunities to improve 
your business. Research suggests that only one of every fifty dis-
satisfied customers complains to the merchant. When you fix a 
situation that made one customer unhappy, you may be saving 49 
other customers from the same frustration—and keeping them as 
customers.

 ⦁ Accessibility. Be available when you promise to be. Keep to the 
business hours you advertise. Honor your appointments with cli-
ents and don’t be late. Give customers contact information where 
they can reach you with questions. Take the initiative on keeping 
them updated about the status of an order or work in progress.

 ⦁ Attention. Whether you’re selling a single light bulb to a walk-in 
customer or installing solar panels on a university library, focus 
your attention on the customer with whom you are working at 
the moment. Be present for that customer. Don’t be distracted by 
your cell phone or other obligations.

Suppliers
Acting responsibly toward suppliers or ven-
dors carries its own reward. The people who 
sell the materials your business needs are also 
those who can advise you on making the best 
choices and using the materials wisely.

It should go without saying that you 
owe suppliers timely payment in the amount 
and method on which you agreed. You also 
need to respect their decisions on pric-
ing. Although it is acceptable to attempt 
to negotiate with suppliers, you have the 
option of going elsewhere if you’re not sat-
isfied. Complaining or suggesting that the 
supplier is being unfair or dishonest is not 
appropriate.

If you mislead suppliers into thinking 
you might do business with them when you 
are really using them as “bargaining chips” 
to get another supplier to lower a price, you 
are not bargaining in good faith.

Suppliers appreciate cooperation in 
making a transaction as efficient as pos-
sible. Have a clear idea of what you want 
so you can help the supplier sell it to you. 
Have realistic expectations for the supplier’s 
policies when it affects your satisfaction as 
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a customer. For example, if you order a product, expect a reasonable 
amount of added time and money for shipping and handling.

Suppliers deserve to hear that you’re a satisfied customer—or that 
you are not. They benefit from knowing when a product or service could 
be improved. Give a supplier the chance to keep you as a customer before 
you switch to another. Staying with the same suppliers builds helpful 
relationships that will serve you well over time.

Investors and Creditors
Investors and creditors provide the money to start and run a business and, 
along with it, an emotional boost. After all, people don’t invest or loan 
money unless they believe in both the idea behind the business and the 
entrepreneur whose work will make it a success. Likewise, vendors who 
extend credit are showing faith that you’ll be able to pay for your purchase.

Investors are not guaranteed a financial return, but they have a 
right to regular, and timely, communication. Understandably, they will 
want to know the status of their investments. Investors with experi-
ence in your field of business may be equally ready to offer advice and 
help. They might put you in touch with other contacts or suggest other 
resources. Often investors actually assume some control of the busi-
ness in exchange for their financial support. (You’ll read more about 
different types of investors in Chapter 13.)

Whatever the relationship, you need to give an investor’s input the 
weight it deserves. A friend with little understanding of your business 
(but a lot of faith in you) who has made a modest investment and the 
professional investor who has bankrolled half of your business have both 
contributed to your potential success. Both deserve respect.

Unlike investors, creditors are owed a return on their money, usually 
with interest. They too need ongoing updates, especially if the business 
is struggling. Again, this is to your benefit. Creditors are as eager to be 
paid back as you are to get out of debt. If they see that you’re working 
hard but still having trouble, they’re sometimes willing to rework the 
terms to make repayment more manageable.

Communication with investors and creditors alike must be based on 
honesty and transparency. Taking money based on false expectations 
may be illegal and, in any case, can hurt you and your business.

What four qualities mark a responsible relationship with 
customers?

Responsibility to the Environment
To an environmentalist, “green” means protecting natural resources. To 
an entrepreneur, “green” refers to another resource: money. Increasingly, 
these two meanings go hand-in-hand. Being environmentally green can 
be profitable. Surveys and sales figures show that consumers look favorably 
on businesses that show a commitment to protecting the environment. 
This, in turn, makes investors more willing to finance those businesses.
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Environmentally Friendly Enterprises
Like other societal trends, concern for the environment is creating new 
industries and expanding older ones. Opportunities for the individual 
with imagination and initiative—in other words, the entrepreneur—
seem to arise almost daily. What entrepreneurial ventures can you see 
in the following four fields?

 ⦁ Sustainable Design. Traditionally, products were made and 
used without much thought for their long-term impact on peo-
ple or the planet. In contrast, design that is sustainable meets 
the planet’s current needs while preserving resources for future 
generations. Sustainable design ranges from planned, “walkable” 
cities that reduce the need for automobiles to fashions made 
from natural fabrics and dyes.

 ⦁ Alternative Energy. Researchers are working to make alter-
natives to oil and coal—such as solar, wind, and hydrogen 
power—more efficient. They’re testing newer forms of biofuels 
extracted from corn, sugar cane, and even vegetable oil left over 
from frying foods. Investors are particularly excited about the 
potential of these “clean” technologies and have sunk hundreds 
of millions of dollars into their development.

 ⦁ Organics. Concerns about personal health, as well as the envi-
ronment, have increased interest in organic products, those 
made from crops and animals that are raised without manu-
factured chemicals. Organic produce, grains, and meats make 
up a small but steadily growing segment of the food market. 
Independently owned producers and natural-food stores gen-
erate a large percentage of those sales. Organic personal-care 
items are also gaining popularity.

 ⦁ Fair Trade. As you learned in Chapter 2, fair trade is a way of 
doing business that is based on principles of social and environ-

mental responsibility and promoting 
sustainable growth. Most produc-

ers involved in fair trade are 
small farmers and skilled 

crafters in develop-
ing countries. These 
microentrepreneurs 
form cooperatives to 
set prices and product 
standards. Most fair 

trade items are then 
sold through a network 

of independent wholesal-
ers and retailers. Sales of fair 

trade goods have risen worldwide 

Figure 5-7 ▶

Fair Trade Products
Through fair trade, entrepreneurs 
help each other succeed.
Applying Concepts. Why do you 
think entrepreneurs are especially 
important to the economies of small, 
developing nations?
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by double digits in the last decade as consumers grow more 
aware of the impact of their spending decisions.

The Energy-Effi  cient Workplace
Businesses that aren’t specifically green can benefit from green prac-
tices. Creating an energy-efficient workplace saves money and can draw 
customers. The most efficient, money-saving appliances, equipment, 
and electrical-system components bear the “Energy Star®” label. To 
earn this designation, an item must meet strict specifications.

For example, suppose you own a copying service. Using Energy 
Star®-designated copiers can cut electrical costs by 25 percent. They 
also power down when not in use, saving even more money over stan-
dard models. You could post signs advertising these facts to customers, 
along with the hint that they could save money and reduce waste by 
printing on both sides of the paper. To add appeal, you might offer a 
low-cost or no-cost, environmentally helpful service—such as placing 
containers for customers to drop off ink cartridges for recycling.

What’s more, workplaces that meet efficiency standards can them-
selves earn national recognition as Energy Star® Partners. This is 
another selling point for environmentally aware buyers.

Here are five ways that a business can lower its expenses, while also 
helping the environment:

 ⦁ Get into the recycling loop. First, recycle everything your com-
munity has facilities for. Most localities have paper and plastic 
recycling programs. Your community also might have businesses 
that recondition older computers and other office equipment. 
Then use recycled and recyclable products when available. Look 
for the triangular arrow-chasing-arrow symbol on containers. 
Read product packaging, being alert for any indication that it is 
recyclable. Tell suppliers that you prefer these items.

 ⦁ Do business electronically. Reduce paper as much as possible. 
Take advantage of vendors’ toll-free telephone numbers and 
Websites to place orders. If you send out newsletters to regular 
customers, encourage them to take an e-mail version instead 
of paper.

 ⦁ Buy supplies in bulk. Items sold in large quantities usually 
cost less per piece and may use less packaging.

 ⦁ Replace incandescent light bulbs with fluorescent ones. 
Compact f luorescent light bulbs have a longer life and greater 
efficiency and will save money in the long run.

⦁ Use environmentally friendly transportation. You might adjust 
schedules or business hours to take advantage of carpooling or 
public transportation. Offer employees low-cost incentives, such 
as a gift card from a bicycle shop for those who ride to work. 
Encourage the use of hybrids or other energy-efficient cars.

 ▲ Recycling Triangle

 ▲ Compact Fluorescent 
Light Bulb

 ▲ Energy Star® Label
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You may have heard of the  carbon footprint, which measures the 
amount of carbon you use and thus release into the atmosphere. Car-
bon is a byproduct of burning coal and oil-based fuels. A combination 
of factors—such as the type of car you drive, how much you drive, 
the method of heating your home—determine your personal carbon 
footprint. One recent development in environmental responsibility is 
the practice of buying  carbon offsets. Through a carbon offset you 
“buy” a certain amount of carbon, usually at a per-ton price, to help 
offset your carbon footprint. Offsets are sold by both nonprofit groups 
and for-profit traders, who invest the money in renewable energy pro-
ducers or resource-conservation projects.

Following the guidelines above for energy efficiency is the surest 
way to lighten a business’s carbon footprint. If your company leaves a 
heavy footprint because you do a lot of automobile travel, for instance, 
you might want to look at carbon offsets as an option. Look closely, 
however. Regulation of carbon offset trading is uneven and the benefits 
can be hard to verify. You have the most assurance in buying carbon 
offsets through a company that has the resources to monitor how the 
money is used. You might find that a company you do business with 
has an innovative carbon offset program. For example, certain airlines 
allow fliers to buy offsets based on the number of miles they f ly.

Entrepreneurship can create more than just new 
products and opportunities. It can also lead to peace 
in locations that need it most. Organizations such 
as the Business Council for Peace work to foster 
small-business growth in war-torn regions such as 
Afghanistan and Rwanda. In an eff ort to provide a 
path to security for citizens there, business leaders 
from around the world visit to off er training and fi nd 
ways to export local products. Local entrepreneurs 
can then provide jobs, income, and a feeling of self-
worth to the people of the region. A more sustain-
able economy allows for people to stay in the country 
and improve their communities, which can lead to 
long-term stability.

PeaceWorks is another venture designed to fos-
ter understanding through entrepreneurship. This 
global business has Arabs and Israelis working as 
partners to create a line of food products such as 

gourmet tapenades (savory spreads featuring olives, 
vegetables, and olive oil). United by profi t, former 
foes create more than just a healthy bottom line. By 
making entrepreneurs out of enemies, PeaceWorks 
is doing its part to use the principles of business to 
foster peace.

THINKING CRITICALLY
Drawing Conclusions. In addition to creating a more 
stable society and providing opportunities for former 
enemies to work together on a common goal, entre-
preneurship can lead to peace in other ways. Gather in 
groups of three or four. Discuss additional ways small 
businesses could create peace in a region.

To read more about creating peace through 
entrepreneurship, go to “Entrepreneurship Issues” on 
the Student Center at  entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Peace through Entrepreneurship
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Some businesses try to appear environmentally responsible by over-
stating their commitment; this is called  greenwashing. Such businesses 
take small steps, more for appearance than for impact, or advertise a 
practice that’s required by law anyway. For example, a lawn and garden 
shop may claim, “All our pesticides meet federal guidelines for envi-
ronmental protection.” In reality, it would be illegal to sell products 
that did not meet these standards. Greenwashing is unethical at the 
very least and can hurt a business’s reputation.

List fi ve things a business can do to lower its expenses while 
helping the environment.

Responsibility to the Community
Businesses are increasingly supporting the cause of disadvantaged and 
needy people. Sometimes financial gain is the motive. Sometimes they 
do it through outright gifts or by making donations to nonprofit groups 
chartered to help those in need.

Cause-Related Marketing
 Cause-related marketing is a partnership between a business and a 
nonprofit group for the benefit of both. At its best, cause-related market-
ing accomplishes two goals: it increases sales for the business and raises 
money and awareness for the nonprofit group.

One form of cause-
related marketing that 
you’re probably familiar 
with is  sponsorship, in 
which a business spon-
sors a community event 
or service in exchange 
for advertising. For 
example, a travel agency 
might want to sponsor 
the local Little League 
baseball team. The 
agency’s financial sup-
port makes participating 
in Little League afford-
able for more children. 
In exchange, the busi-
ness’s name and logo 
appear on the ball-field 
fences and the back of 
team shirts. The team’s 
Website has a link to the 

◀ Figure 5-

Sponsorship
Many local companies sponsor 
Little League teams.
Applying Concepts. How does 
this type of sponsorship help a 
business?
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travel agency. The travel agency contributes to the community’s quality 
of life while advertising to the community. The community and the 
business both benefit.

Other types of cause-related marketing are becoming popular. One 
is facilitated giving, in which a business makes it easier for customers 
to contribute to a cause. For example, a store might have canisters in 
checkout lanes for customers to drop in their change for a local charity. 
Another might sell packaged food baskets to be donated to food banks 
around the holidays. In a purchase-triggered donation, for every 
purchase of a particular item the business contributes an amount of 
money or a percentage of the purchase price. Restaurant owners used 
this technique to raise $12 million for victims of Hurricane Katrina. 
Some 17,000 restaurants took part in the one-day campaign, called 
Dine for America, donating the proceeds to the American Red Cross.

Cause-related marketing requires careful planning. The cause 
should be popular and the nonprofit group well known. Often a 
business partners with a nonprofit group to which the business (or 
the business owner) has a special connection. For example, Wendy’s 
hamburger-restaurant chain had a cause-related marketing program 
that encouraged the adoption of foster children. The cause was unde-
niably a worthy one, but the fact that Dave Thomas, the founder of 
Wendy’s, was himself an adopted child demonstrated the business’s 
special connection to this cause.

Philanthropy
The energy and initiative that makes entrepreneurs leaders in busi-
ness can also make them leaders in philanthropy when they donate 
money and other resources for socially beneficial causes. Although 
philanthropy is often associated with large corporations, owners of 
much smaller businesses are often actively involved in giving back to 
their communities. In fact, many local service groups couldn’t survive 
without the contributions of local entrepreneurs and small businesses.

Ideally, philanthropy is “a help up, not a handout.” That is, its aim 
is to give people the resources they need to improve their lives on their 
own, and to build something for future generations. This has been the 
philosophy of the most notable philanthropists, both past and present.

Money is the chief way of being philanthropic. Besides writing a 
check to support a nonprofit group’s immediate needs, entrepreneurs 
can invest by creating or contributing to an endowment fund. The 
nonprofit group uses the income from the endowment for ongoing 
needs or for a specific project. Other business owners have established 
matching gift programs in which they match contributions made by 
employees or clients.

Some businesses find themselves in a position to donate property. 
A restaurant that’s changing its decor could give its curtains, wall 
hangings, or dinnerware to a social service agency that helps clients 
transition from homelessness. A business that’s switching to a new 
computer network might have old hardware and software that would 
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be an upgrade for a nonprofit group. Charitable organizations need 
donations of products and services to make silent auctions a success, as 
well as snacks for volunteers who work at nonprofit-sponsored events.

A gift of a good or service is called an in-kind donation. Both 
monetary gifts and in-kind donations can be declared on an entrepre-
neur’s income tax statement and may help lower his or her tax liability. 
Gifts that are used to help people in a particularly disadvantaged area 
are sometimes eligible for additional tax breaks.

A business’s workforce can be an asset to a service group, as well. 
Volunteers from a local business who help with a community project 
are making a visible statement about that business’s commitment. This 
sort of volunteering also helps the business. Experts on workplace 
relations recognize volunteer projects as an effective, low-cost way to 
foster unity and teamwork among employees.

Entrepreneurial skills translate well for volunteering efforts. For 
example, the organizational skill involved in scheduling employees is 
easily applied to scheduling volunteers. Because they are comfortable 
being in charge, many business owners serve on a nonprofit group’s 
board of directors or help with management. This gives them more 
say in how their donations are spent and provides the nonprofit with 
capable leadership.

Other entrepreneurs have special talents related to their respective 
businesses. A photographer who takes wedding and family photos for a 
living can use those skills to lay out an attractive fundraising brochure.

◀ Figure 5-9

Percentage of Entrepreneurs 
that Volunteer
Of the entrepreneurs surveyed, 
almost 80 percent said they and 
their families did volunteer work. 
This chart breaks down that figure 
by the number of hours volun-
teered annually.
Analyzing Data. In which hour 
range did the largest percentage of 
entrepreneurs and their families fall? 
How do you explain this finding?

More than 
200

31.4%
101–200

20.1%

51–100
17.2%

1–50
11.1%

None
20.2%

79.2%

Percentage of Entrepreneurs that Volunteer

Figures show hours 
volunteered  

per year
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This type of hands-on philanthropy takes time. Although time is a 
scarce resource for many entrepreneurs, they often see spending time on 
the community as a wise investment. Giving back to the community is a 
chance to build professional and personal relationships. Staying involved 
lets them know what people in their area need, which can help them make 
business decisions. Also, working in new situations can restore creativity 
and teach useful skills for the entrepreneur to use in business.

On the other hand, volunteering can be a mental and physical 
break from business, from the pressure to succeed and make a profit. 
Philanthropy comes from two Greek words that translate as “one who 
loves humankind.” For many entrepreneurs, that definition sums up 
their reasons for giving.

What is cause-related marketing?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 5.2 of the Business Plan Project in your Study Guide, or 
Section 5.2 in BizTech.

Reviewing Objectives
. Explain how the phrase “doing well by 

doing good” relates to social responsibility 
for entrepreneurs.

2. What four qualities indicate that a busi-
ness has a responsible relationship with 
customers?

3. List fi ve ways a business can lower its 
expenses and help the environment.

4. What is philanthropy?

Critical Thinking
5. Problem Solving. Meredith owns an 

orchard. She is alarmed by the mysterious 
loss of honeybees that pollinate her fruit 
trees. She wants to use facilitated giving to 
support a nonprofi t group investigating the 
situation. However, she’s worried that very 
few people have heard of the problem so 
she won’t be successful raising money. What 
should she do?

6. Communication. Entrepreneurs whose 
business is directly related to environmental 
responsibility are sometimes called “ecopre-

neurs.” How could being labeled an ecopre-
neur be helpful to a business? How could it 
be limiting?

Working Together
Work in groups of three or four. Have each mem-
ber assume the role of an entrepreneur for a 
specific business. Then choose a cause that all 
members can support. Assign each member to 
use one form of cause-related marketing or phi-
lanthropy to raise money or awareness for the 
cause. Present your plans to the class.

ASSESSMENT 5.2

Green Technologies
Investigate one green technology or product 
of green technology, such as starch-based 
plastics, pest management, or a renewable 
energy source. What opportunities for entre-
preneurs might the technology hold—in its 
production and use or in products and ser-
vices that might be developed from it? Write 
up your findings. Include your judgment on 
whether this technology would be a promis-
ing one for entrepreneurs, and if so, why.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience
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ENTREPRENEUR PROFILE

Giving Back:
We Lend A Hand
When Terrence L. Hargrove was in high school, he 
started a candle-selling business called Passions. He 
bought candles wholesale and sold them retail. Several 
months later, he started Dynasty Cleaners, a cleaning 
service for schools and businesses. Both ventures were 
successful and Terry made money. He went on to col-
lege and also worked as an assistant teacher in a Con-
necticut high school.

Lending a Hand to Students
While attending college, Terry continued teaching in 
high school. “I saw a lot of kids that had potential,” he 
said, “but they were repeat off enders and kept getting 
in trouble with discipline action—detention, in-school 
suspension, and out-of-school suspension.”  Terry met 
with the principal, trying to fi gure out what could be 
done to help these students and keep them from get-
ting in trouble. His next business, called We Lend A 
Hand, was created from that meeting.

We Lend A Hand helps students who are at risk of 
being suspended or expelled by providing mentors 
and access to community action programs where they 
can channel their frustrations into a productive activity. 
The at-risk students are given their choice of serving 
detention or in-school suspension or completing a We 
Lend A Hand program. This could involve, for example, 
choosing a plot of land on school grounds, transform-
ing it into a mini-garden or walkway, and then writing 
about the experience.

Raising Money 
We Lend A Hand is a not-for-profi t company, and 
everyone working for it, including Terry, is a volunteer. 
“We raise money through the community,” said Terry. 
“We go to diff erent small businesses and ask them to 
donate to We Lend A Hand to build up our treasury 
so that we’re able to do diff erent projects.” Although 
raising money is typically the hardest job in a non-
profi t organization, We Lend A Hand has had a diff erent 
experience. “The community has really jumped on to 

help out. I guess they recognize the issue and see the 
problem and believe that We Lend A Hand has one of 
the solutions to the problem.”

Keeping Books
One diff erence Terry has found between his for-profi t 
companies and We Lend A Hand is in keeping fi nan-
cial records. Because the money is being donated from 
outside sources, “We pay very much more attention 
and detail to how we do our books. Our donors can 
see where their money is going . . . and how it’s being 
spent. Our books always have to be correct and right 
at all times.”

For Terry, We Lend A Hand refl ects a certain phi-
losophy. “No matter how successful you can be, you 
have to remember your community. You can’t put 
yourself always fi rst. You have to use everything that 
you have to go back and build the next generation, 
so they can have a better opportunity.”

Thinking Like an Entrepreneur
1. What about the We Lend A Hand program do you 

think most helps at-risk students?
2. How would you go about raising money if you 

had a nonprofi t organization like Terry’s?
3. What’s the diff erence between using your own 

money and someone else’s to run your organiza-
tion? Does this explain why Terry pays so much 
attention to his fi nancial records?
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Review and Assessment
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CHAPTER SUMMARY

5.1 Ethical Business Behavior
Ethics are moral principles that govern decisions and actions. They are based 
on universal values that have been shared by all cultures throughout history. 
Cultures differ in how they express and enforce ethical values. Business ethics 
are moral principles applied to business issues and actions. Practicing busi-
ness ethics benefits entrepreneurs. Businesses demonstrate ethics by practic-
ing transparency, encouraging whistle-blowers, and writing a code of ethics. 
Transparency is openness and accountability in business decisions and actions. 
An important ethical concern for entrepreneurs is intellectual property, which 
is an artistic or industrial creation or invention. The protections for intellectual 
property are copyrights for artistic work, trademarks for brands and brand 
names, and patents for inventions. Other ethical concerns for entrepreneurs 
are conflicts of interest and confidentiality.

5.2 Socially Responsible Business and Philanthropy
Businesses demonstrate corporate social responsibility when they act in ways 
that balance profit and growth with the good of society. Businesses have a 
responsibility to treat employees, customers, suppliers, investors, and creditors 
ethically. Four qualities mark a responsible relationship with customers: hon-
esty, respect, accessibility, and attention. Socially responsible entrepreneurs also 
try to preserve and protect the environment. Businesses and entrepreneurs give 
back to the community through cause-related marketing, which can include 
sponsorships, facilitated giving, and purchase-triggered donations.

REVIEW VOCABULARY
Imagine you are a reporter writing a story on ethics and business. Incorporate at least ten terms from the following 
list in your story.

 ⦁ business ethics (p. 106)

 ⦁ carbon footprint (p. 122)

 ⦁ carbon offset (p. 122)

 ⦁ cause-related marketing (p. 123)

 ⦁ conflict of interest (p. 113)

 ⦁ copyright (p. 111)

 ⦁ corporate social 
responsibility (p. 115)

 ⦁ ethical sourcing (p. 115)

 ⦁ ethics (p. 105)

 ⦁ facilitated giving (p. 124)

 ⦁ fair use (p. 112)

 ⦁ greenwashing (p. 123)

 ⦁ infringement (p. 112)

 ⦁ in-kind donation (p. 125)

 ⦁ intellectual property (p. 111)

 ⦁ patent (p. 111)

 ⦁ philanthropy (p. 124)

 ⦁ public domain (p. 112)

 ⦁ purchase-triggered 
donation (p. 124)

 ⦁ social media (p. 108)

 ⦁ sponsorship (p. 123)

 ⦁ sustainable (p. 120)

 ⦁ trademark (p. 111)

 ⦁ transparency (p. 107)

 ⦁ universal values (p. 106)

 ⦁ whistle-blower (p. 108)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Greenwashing is unethical because it
a. infringes on copyright
b. misleads consumers
c. creates confl ict of interest
d. all of the above

2. Pauline’s Pooch Palace gives $1 from every dog 
grooming to the local animal shelter. This is an 
example of

a. sustainable design
b. fair trade
c. purchase-triggered donation
d. philanthropy

3. A well-written code of ethics
a. enhances a business’s reputation
b. helps attract quality employees
c. helps prevent legal problems
d. all of the above

4. The owner of a children’s clothing store uses 
popular cartoon characters in her ads. This might 
be an example of

a. copyright infringement
b. social media
c. cause-related marketing
d. confl ict of interest

5. By donating much of his fortune to building 
libraries, the American industrialist Andrew 
Carnegie demonstrated his belief in

a. sponsorship
b. philanthropy
c. sustainability
d. ethical sourcing

6. One way to reduce a business’s carbon footprint 
is through

a. greenwashing
b. sponsorship
c. communicating with investors
d. sustainable design

7. When communicating with investors, an entre-
preneur should

a. give both good news and bad news about 
the business

b. suggest ways that a larger investment 
would improve sales

c. make confi dent predictions about the busi-
ness’s growth

d. give only the information the investors 
specifi cally ask for

8. One challenge to writing a code of ethics is
a. balancing contrasting qualities in an 

eff ective way
b. avoiding controversial issues
c. pleasing investors
d. avoiding copyright infringement

9. A carbon footprint measures
a. your sustainable energy
b. the amount of carbon in the environment
c. the amount of carbon you use
d. the amount of carbon off sets you have 

purchased

10. A business promotes transparency through
a. energy effi  ciency
b. protecting whistle-blowers
c. buying carbon off sets
d. fair trade

11. Lila, a kitchen designer, helps clients choose 
appliances. An appliance dealer gives her gifts 
and tickets to shows. This situation has the 
potential for

a. cause-related marketing
b. patent infringement
c. confl ict of interest
d. fair use

12. A code of ethics is most useful when it is based on
a. philanthropy
b. universal values
c. fair use
d. environmental responsibility
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13. Working in small groups, choose a specifi c type of 
business. Write three items of a code of ethics that 
apply to that business. With each, explain how it 
relates to universal values.

14. Imagine that you made a mistake that inconve-
nienced and angered customers. Write a paragraph 
that will be posted on your company’s Website. 
Keep in mind the importance of both transparency 
and confi dentiality.

15. In small groups, write and perform a scene in 
which you give a fi nancial report for your business 
at a meeting with investors. The business hasn’t 
done well, and you need money. How will you 
answer investors’ questions, accepting responsibil-
ity without causing them to lose confi dence?

16. See the table below. For each unit, what percent-
age of the operating cost goes for electricity? How 
much money in water costs could be saved by 
replacing three conventional dishwashers with 
three Energy Star® models?

17. In a survey of 809 small-business owners, eighty-
fi ve percent said they donated money to a charity 
the year before. Specifi cally, how many made chari-
table contributions?

18. Your business went through a slump last month, 
and you weren’t sure you could pay your employ-
ees. You decided that, if needed, you would take 
the money from your own savings. Fortunately you 
didn’t have to, but one employee found out and 
told the others. She said she thought they had the 
right to know when their jobs were in danger and 
that you had acted dishonestly in not telling them. 
She also said she would do the same thing in the 
future. How would you handle this situation?

19. Contact your local Better Business Bureau. Ask 
what ethical standards a company must uphold to 
be accredited by the Better Business Bureau. Does 
the Better Business Bureau feel that membership in 
the Bureau has an aff ect on profi ts, employees, or 
other aspects of business?

20. Working in a group, do a telephone or walking 
survey of area businesses to learn what steps they 
are taking to improve energy effi  ciency. Which 
steps do the people you talk to think are most 
useful? Why? Present your fi ndings in a presenta-
tion to the class.

Commercial Dishwasher: Annual Costs
Operating 

Costs
Energy Star ® 

Unit
Conventional 

Unit
Electricity $890 $1,556

Water $112 $222

Total $1,002 $1,778



Ethics & Social Responsibility  131

ENTREPRENEURS & TECHNOLOGY

E-Mail
When the U.S. Postal Service was formed on July 26, 
1775, letters were delivered by horse-drawn carriages. 
It could take weeks to receive a reply to a letter. A 
little over one hundred years later, the telephone was 
invented. Two people in different locations could talk 
to each other instantly—if they were connected by 
phone lines.

Today, e-mail combines features of both mail and 
telephone service. People can now receive messages 
instantly. They can also instantly send and receive 
many other types of information: videos, photo-
graphs, documents, music files, and links to Websites. 
They can do all this without having to be connected 
to phone lines.

Managing E-Mails
Electronic mail, or e-mail, is the most common type of 
computer-enabled communication. Because e-mail is 
so easy to use and can be sent to multiple recipients, 
businesspeople can receive hundreds of messages a 
day. Of course, not all of these are equally important. 
That’s why there are e-mail management programs 
to help you. For example, you can sort e-mail into 
folders. Some e-mail programs have pre-set catego-
ries, such as “Waiting,” “Hot Contacts,” and “Time and 
Expenses.” You can even establish rules that allow 
your computer to sort your e-mail automatically.

Another way to manage your incoming e-mails is 
to set up a system of “flags.” For instance, all your red-
flagged items might be important business e-mails that 
need immediate attention. Blue flags might indicate 
e-mails from an organization you belong to. Yellow flags 
might indicate e-mails from friends.

Sending E-Mail
People sending you e-mail can also help you organize 
it. They can use their e-mail management programs 
to tell you that the message you are receiving is con-
fidential or of high importance.

Most e-mail programs will allow you to change the 
appearance of the messages you write. You can select 
various colors, backgrounds, and fonts (styles of type-
faces). You may also be able to select the stationery
to use for writing e-mails. This is a pre-set selection of 
fonts, font color, background color, and graphics that 
resemble printed stationery and make your e-mails 
look more finished and attractive. You can even have 
your e-mail management program add a signature to 
your letter automatically. A signature is text that is 
added to a letter along with your name. This could be 
a quote you like, your office phone numbers and hours, 
or anything else you would like to add automatically 
at the end of your messages.

The ease and speed of e-mail has changed business, 
as well as people’s everyday lives. Any entrepreneur 
working today needs to know how to manage and send 
e-mails in the most efficient way possible.

 ⦁ fonts
 ⦁ stationery

 ⦁ signature

Tech Vocabulary

Check Yourself
1. Would you organize e-mails by sorting into 

folders, by flagging messages, or by a combi-
nation of both methods?

2. How would you feel about a sender who sent 
a message that was labeled “high importance” 
when you didn’t think it was?

3. Why would people want to use e-mail 
stationery?

What Do You Think?
Writing. If you used a quote in your signature, 
what would it be?
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Extension
Ask students to list some of the negative 
statements that can get in the way of suc-
cess. (Focus on the more subtle examples 
when we talk ourselves out of trying to 
accomplish a goal, not just a statement of 
“I can’t do it.”)

Extension
Review the individual responses to Goal 
Setting, question 5. Pick a few of the 
best goals described by students and ask 
the class to vote on their favorite. Discuss 
whether the class might be able to adapt 
this goal for its own use and act coopera-
tively to reach it. Make sure that the goal 
is a SMART goal.

Extension
Use the process of setting a single 
SMART goal as a pen-and-paper medita-
tion. Students will not be asked to share 
their goal, and the goal could be for 
their personal or school lives.

Goal Setting

Reviewing Concepts
1. Answers will vary. Thinking 

positively will help overcome 
challenges by developing 
an “I will make it happen” 
attitude.

2. A long-term goal is a goal 
you will make happen in a 
few years. A short-term goal 
is a goal you will attempt to 
achieve right now.

3. A SMART goal is a goal 
that is specific, measurable, 
action-oriented, realistic, 
and time-specific.

Goal Setting
4. Answers will vary. Ask the 

class to do this assignment. 
Some students may be re-
luctant to share their goals 
with others. This can be a 
private exercise for them.

5. Answers will vary. Encour-
age students to start by 
focusing on the “SMART 
goal” requirements on 
page 132.

Goal Setting 

This is a special feature on 
goal setting. It can be taught 
at any point in the course.

Discuss with students how 
they set goals and whether 
they feel the need for help 
with goal setting.

The Goal-Setting Process
Ask students if they find the 
SMART goal-setting pro-
cess useful. Do they already 
use some of these tips? If so, 
which one(s)? Which could 
they benefit most from using 
in their daily lives? In their 
school lives?

Reviewing Concepts

1. Why is it important to think positively about 
goal setting?

2. What is the difference between a long-term 
goal and a short-term goal?

3. What is a SMART goal?

Goal Setting

4. Writing. List examples of goal statements, 
including personal goals (such as goals that 
relate to you physically, mentally, emotion-
ally), school goals, and community goals.

5. Applying Concepts. Choose one school or 
community goal, and describe how it meets 
the SMART goal criteria.
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Goal Setting
When you set goals, you are investing in yourself and your future. Stay 
positive, focus on your action steps, and keep your final destination in 
mind. A positive outlook helps you overcome challenges.

Co mpa r in g /Co n t r a s t in g  What are some of the negative state-
ments that can get in the way of your success? How can you change those 
negatives into positive statements?

Most successful people say that 
the secret to their success is setting 

goals. When you set a goal, you decide 
what you want to accomplish. Goal setting en-

ables you to focus on your dreams and turn them 
into reality. By setting goals, you create a path for 
your future success. Learning how to set goals is 
a valuable lesson you’ll use throughout your life.

Start with a Dream
Everyone has wishes and dreams. This is the start-
ing point for success. The idea is to convert a wish 
or dream into an achievable goal. Sometimes a 
wish or a dream is a long-term goal, something 
you’ll make happen in a few years. You can also 
set short-term goals to achieve right now. For 
example, you might dream of being the owner of 
a successful company. To achieve this, you might 
set a series of short-term goals—each of which can 
take you a step closer to your fi nal destination.

As with any journey to a specifi c destination, 
you need a roadmap. Setting goals lets you map 
out exactly where you’re going and how you’ll get 
there. Each goal becomes a manageable step along 
the way. And accomplishing each short-term goal 
helps you keep your focus on the long-term goal.

Where do you begin? You begin by identifying 
your dream. What do you desire? In what area do 
you want to be successful? What do you want to 
change, improve, or achieve in your life? Allow 
your imagination to dream big! Dare to dream!

Think Positively
When we identify a dream, we often come up with 
excuses that prevent us from reaching our goals. 
We think about the work involved and the chal-
lenges and before long we’re using words like no, 
can’t, won’t, never, maybe, impossible, and later. To 
achieve a goal, you need to develop an “I will make 
it happen” attitude. Get out of your own way and 
start planning your future. Surround yourself with 

people who will support your dream and cheer you 
on. You may encounter roadblocks along the way, 
but a positive attitude will help you fi gure out how  
to overcome each challenge.

The Goal-Setting Process
When you begin the process of setting a goal, you 
need to make sure you are working with a SMART 
goal. A SMART goal is one that is:

Specifi c. Your goal statement spells out exactly 
what you want to achieve, in simple language.

Measurable. You must be able to measure your 
progress.

A ction-Oriented. You must list the actions 
required for reaching your goal and commit to 
them.

R ealistic. Your goal must be manageable. Do 
you have everything you need to achieve it?

Time-Specifi c. Goals need to have a target date 
for completion.

SMART goals are focused and achievable. You 
decide what you want, you agree to the steps in-
volved, and you control the outcome. You are in 
the driver’s seat.

Try it. Set a goal for yourself by following these 
steps:

1. Goal Statement. Decide what it is you want 
and then write a goal statement. Make sure it 
is a SMART goal. Write the goal in the form 
of a positive “I will” statement.

2. Action Steps. Below the goal statement, 
write a numbered list of the action steps 
required for completing the goal.

3. Completion Date. Below your list of  action 
steps, write the date when you want to 
 complete your goal.
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Why Is Goal Setting Important?

GOAL SETTING

Most successful people say that 
the secret to their success is setting 

goals. When you set a goal, you decide 
what you want to accomplish. Goal setting en-
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U
N

IT Preparing for Business2
COMMUNICATING
EFFECTIVELY & 
RESPONSIBLY

Eva Tan, sole proprietor of Eva’s 

Entertainment Services, is in college. 

She’s using her home-based business 

to help reduce her education costs. 

As you read about her challenges, 

consider how the lessons Eva learns 

might help you.

Let’s Make a Deal

Eva found that negotiating often helped 
her in her business. Here are two examples:

Always Get It In Writing
Eva always takes notes when talking to 
customers on the phone or face-to-face. 
She uses these notes to plan and carry out 
the events she was hired to handle.

One day, however, she realized that 
her notes just weren’t enough. She had 
a miscommunication with a customer. 
As a result, there wasn’t enough food 
for an event. Eva tried to � gure out what 
happened.

Maybe she had written down the 
wrong number of attendees. Maybe her 
customer had given her the wrong � gure. 
Either way, Eva had to scramble fast to 
supply more food for the hungry, wait-
ing guests. Luckily, she was able to � nd 
a caterer who had something she could 
substitute and could delivery it quickly.

Eva needed to salvage her reputation. 
She negotiated a discounted price for her 
services. To avoid similar problems in the 
future, Eva created a form that each cus-
tomer had to approve and sign. “Now I 
always follow up an order with a formal 
business letter, thanking the customer for 
hiring me and explaining the attached 
form. The customer has to verify and sign 
the agreement before sending it back to 
me in a self-addressed, postage-paid en-
velope that I provide.”

Good Relationships
When Eva found a vendor who did a good 
job at a reasonable price, she went back 
to that vendor when she needed the same 
product or service. By doing this, Eva 
found that she began to develop a good 
relationship with several vendors.

She approached these business owners 
and asked them if they would be willing to 
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What Would You Have Done?

give her a discount in exchange for a certain level 
of repeat business. They agreed. In fact, some even 
said that they would recommend Eva to customers 
looking for an event planner. The negotiations 
ultimately bene� ted both Eva and her vendors.

An Ethical Problem
Eva had a customer named Tom who hired her 
to plan personal parties. One day, Tom asked Eva 
to plan a big event for the corporation where he 
worked. He asked her to order more supplies for 
the event than were actually needed. With a grin, 
he said, “I’m going to use the extra supplies for 
a party at my house. I’ll ask you to handle it.”

Eva was stunned. This was a real ethical 
problem!

She wanted Tom’s corporation to continue 
using her event-planning services. She made a lot 
of money when they had big parties and she was 
a preferred vendor. Becoming a preferred vendor 
meant Eva’s business received many orders from 
the corporation. She was worried that Tom might 
not use her company if she refused and might 
even say bad things about her and her company.

Eva thought about it. She decided she would 
rather risk losing Tom and his company as cus-
tomers than be dishonest. Not only would Eva’s 
conscience bother her, but also her reputation as a 
business person could be ruined if the fraudulent 
transaction was discovered.

Eva politely refused to ful� ll Tom’s request 
to in� ate the order. Tom was angry, but it was 
too late for him to go to another event planner. 
Eva planned the corporation’s party and it was 
successful. However, Tom never asked her to plan 
another event.

Another employee of the corporation who at-
tended the event was very impressed by Eva’s work. 
He asked her to plan an event for his department. 
Luckily he had no contact with Tom and was very 
pleased at his event. Other employees took notice 
and they asked Eva to plan their events.

Eva’s experience led her to consider what types 
of ethical and social standards she would like her 
business to have. She wrote a code of ethics that 
re� ected her values and made sure to mention the 
respect she had for her customers and vendors.

One item in her code of ethics almost always 
drew comments. It stated that Eva’s company 
would be as “green” as possible. In keeping with 
her own code of ethics, Eva worked on making 
her home of� ce energy-ef� cient. She also made 
an effort to choose vendors who were environ-
mentally and socially responsible.

She gave her code of ethics to potential cus-
tomers and vendors as a way of informing them 
what kinds of standards her company had—and 
hoping never to have another experience like the 
one with Tom again!

1. Writing. When Eva miscommunicated with her customer, she gave the customer a discounted price. 
What would you have done if this happened to you? Was a discount enough? Explain your answer.

2. Communicating. If you had been in Eva’s shoes, what would you have said to Tom? Do you think 
Eva had a responsibility to act as a whistle-blower and report Tom’s conduct to someone else at his 
corporation?.
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OPPORTUNITY 
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& MARKET 
ANALYSIS

YOUR BUSINESS PLAN
In this unit, you’ll focus on the 
Opportunity & Market Anal-
ysis section of the business plan 
and answer these questions:

• Is my idea for a business a 
real business opportunity?

• How should I conduct mar-
ket research?

• Who are my competitors?
• What is my competitive 

advantage?
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Think about this question:

If I were going to do something important, would I plan 
before I did it?

Write your answer (yes or no) on a piece of paper. Be prepared to discuss 
your answer in class.

Purpose of a Business Plan
Creating a business could be one of the most important things you 
do in your life. So it would only make sense to spend time planning 
it. Most entrepreneurs initially develop a business plan as a way of 
describing their business precisely. A  business plan is a statement 
of your business goals, the reasons you think these goals can be 
met, and how you are going to achieve them.

If you start your business without a plan, you will soon be over-
whelmed by questions you haven’t answered. A business plan forces 
you to figure out how to make your business work. A well-written 
business plan will show investors that you have carefully thought 
through what you intend to do to make the business profitable. The 
more explanation you offer investors about how their money will 
be used, the more willing they will be to invest. Your plan should 
be so thoughtful and well written that the only question it raises 
in an investor’s mind is “How much can I invest?”

A well-written plan will also guide you every step of the way as 
you develop your business. It becomes a decision-making tool. An 
entrepreneur uses the business plan to track whether the company 
is meeting its goals. From time-to-time, the business plan needs 
to be revised to keep up with the changing nature of the business. 

What Is a 
Business Plan?6.1

OBJECTIVES

 ⦁ Explain the purpose of a business plan
 ⦁ Describe the types of business plans
 ⦁ Identify the parts of a business plan
 ⦁ Understand how to put together a business plan

VOCABULARY

 ⦁ business plan

 ⦁ executive summary
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Some business owners might do this on an annual basis; others, in well-
established industries, might do it every three years. Still others, in newly 
developed or high-tech areas, may need to do it monthly or even weekly.

If your company is for-profit, your business plan will typically focus on 
your financial goals. If you are a nonprofit, your plan will typically focus 
on your mission and services in support of that mission. (As you know 
from previous chapters, a nonprofit company can make a profit, but the 
profit must remain in the company and be used in pursuing its mission.)

What is a business plan?

Types of Business Plans
Business plans have no set format. A plan is developed based on the type 
of business that is intended. However, it is also based on the audience. 
Businesses need different types of plans for different audiences. There 
are four main types of plans for a start-up business:

⦁ Quick Summary. This is a brief synopsis lasting no more than 
thirty seconds to three minutes. It’s used to interest potential 
investors, customers, or strategic partners. It may seem strange 
to consider this a type of business plan, but it is. In some cases, 
the quick summary may be a necessary step toward presenting a 
more fully developed plan. (Examples of this type of summary 
are the elevator pitch and the twitpitch described later in this 
section.)

 ⦁ Oral Presentation. This 
is a relatively short, color-
ful, and entertaining slide 
show with a running narra-
tive. It is meant to interest 
potential investors in read-
ing the detailed business 
plan.

 ⦁ Investor’s Business 
Plan. Anyone who 
plans to invest in your 
start-up business 
(banks, investors, and 
others) needs to know 
exactly what you are 
planning. They need 
a detailed business 
plan that is well 
written and for-
matted so all the 
information can 

 ▲ Professional investors often 
receive hundreds of business 
plans a year

Figure 6- ▶

Oral Presentation
Be sure to maintain the interest 
of your audience when making an 
oral presentation.
Communicating. What are some 
of the ways you could maintain the 
interest of an investor when present-
ing a business plan?



Opportunity Recognition  141

be easily understood. When entrepreneurs talk about a business 
plan, this is typically the type of plan they mean.

⦁ Operational Business Plan. Often a start-up business will develop 
an operational plan that is meant for use within the business only. 
This plan describes in greater detail than the investor’s business 
plan how the company will meet its goals. It is also often less for-
mal than an investor’s business plan.

Although there is no set format for a business plan, each type of plan 
will address The Three C’s.

What are the four main types of business plans for a 
start-up?

Parts of a Business Plan
In this course you will be focusing on developing an investor’s business 
plan. Bankers and other professional investors need to see your business 
plan before they lend you money. You may have a brilliant idea, but if 
you do not explain it carefully in a well-written business plan, no profes-
sional investor will be interested.

Professional investors typically see many business plans each year and 
make very few investments. They will immediately reject an incomplete 
or poorly written plan. Investors are busy people and don’t have time 
to read an overly long business plan. Your plan, including the financials, 
should be no longer than 20 typed pages (and many are much shorter). 
It should require no more than an hour of reading time.

Most plans will include these seven parts (although the order may 
differ, depending on the type of business):

⦁ Business Idea. Not only do you describe your product or service 
in this part of the business plan, but you also talk about the type 
of business you will start and the type of business ownership you 

The Three C’s

⦁ Concept. What is your product or service and how 
is it different from similar products or services?

⦁ Customer. Who will be buying your product or 
service and why?

 ⦁ Capital. How will you locate the initial money 
your business will need? What will be your costs 
and what kind of profit can you expect?
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will use. Recently, in this part of the business plan, entrepreneurs 
have begun to describe how their business is socially responsible.

⦁ Opportunity & Market Analysis. Your description of the mar-
ket should include an account of the market, its size, its trends 
and characteristics, and its growth rate. Describe your market 
research. List your competitors and describe your competitive 
advantage. Provide your marketing plan, your product and pric-
ing strategies, and your plans for promotion.

⦁ Financial Strategies. This section shows any historical financial 
data, as well as projected figures including estimated sales and 
expenses (typically extending for five years). This section also 
describes any financing required by the business.

 ⦁ Organizational Structures. In this part of the business plan you 
discuss the organizational structure of the company. You can 
provide profiles of key managers and, if appropriate, information 
about your board of directors. You can also describe how you 
plan to train and motivate your employees, if appropriate.

 ⦁ Legal Structures. In this part of the business plan you describe 
any intellectual property or contract issues. You also talk about 
how your business will be protected by insurance, the affect of 
taxes on your business, and any relevant government regulations 
that affect the business.

 ⦁ Business Management. Describe how the business will be man-
aged (focusing on production, distribution, operations, purchasing, 
and inventory). 

⦁ Plan for Growth. Here you describe your plans to grow the 
business and the challenges it may face. You may also describe 
your plans to franchise or license the business, if that is part of 
its plan for growth.

To ensure that investors understand the key points of your idea, the plan 
should include an  executive summary, a one- or two-page summary of 
highlights, including the key selling points of the investment opportunity. 
(See the description of an executive summary on the following page.)

The Internet offers many sources of information about busi-
ness plans. One of the best is the Website of the Small Business 
Administration (www.sba.gov), which has links to other organiza-
tions that provide business planning help. Another good source for 
help with business plans is www.entrepreneur.com.

What seven parts do most business plans include?

Putting Your Plan Together
You will be putting together your own business plan for investors. 
In the process, you may discover that what you thought was a good 
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business opportunity is not quite the opportunity you thought. You 
might need to abandon the idea or tweak it to make it more viable. It 
is better to discover that the business won’t work on paper before you 
invest significant time and money.

Developing a business plan is not a simple, straightforward process. 
You don’t start at the beginning and move to the end. Each new piece 
of information or financial calculation could cause you to reexamine, 
and possibly change, everything you have done up to that point.

You will need to consider two basic questions early in the process 
of developing your business plan (both were discussed in Chapter 3):

⦁ What type of business will you form (manufacturing, wholesal-
ing, retailing. or service)?

⦁ What type of ownership will it have (sole proprietorship, part-
nership, corporation, or cooperative)?

The remainder of this book will provide what you need to know to 
put together a business plan. The first 14 chapters help you build a 
standard business plan. The reminder of the book helps you with more 
advanced topics. The table on the next page gives a summary of how 
the book relates to the business planning process.

What two questions do you need to consider early in the 
process of developing a business plan?

Executive Summary

⦁ Mission Statement

⦁ Business Name & Location

⦁ Date Business Will Begin

⦁ Owner’s Name, Function, & Contact Information

⦁ Opportunity

⦁ Products or Services

⦁ Economics of One Unit (EOU)

⦁ Future Plans
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STANDARD  BUSINESS  PLAN

Part of Business Plan Section of  Book Key Question

Business 
Idea

1.2 What skills do I have to start this business?

2.1 What factors will infl uence the demand for my 
product or service?

3.1 What type of business will I start?

3.2 What type of business ownership is right for me?

5.2 How is my business socially responsible?

Opportunity & 
Market Analysis

6.2 Is my idea for a business a real business 
opportunity?

7.1 How should I conduct market research?

7.2 Who are my competitors?

7.2 What is my competitive advantage?

8.1 What is my marketing plan?

8.1 What are my product and pricing strategies?

8.2 How do I promote my product?

9.1 How do I sell my product?

Financial 
Strategies

9.2 How do I estimate sales?

10.1 What are my business costs?

10.2 How do I measure the economics of one unit?

11.1 How do I develop an income statement and track 
cash fl ow?

11.2 How do I develop a balance sheet?

12.1 Are my fi nancial ratios good?

12.2 What is my break-even point?

13.1 What types of fi nancing are available?

13.2 Should I obtain fi nancing?

14.1 What records should I keep?

14.2 What kind of accounting system should I use?

For a sample business plan, see pages 194–207.

Your Business Plan. Continue developing your standard business plan. 
Go to Section 6.1 of the Business Plan Project in your Study Guide, or 
Section 6.1 in BizTech.
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ADVANCED  BUSINESS  PLAN

Part of Business Plan Section of  Book Key Question

Organizational 
Structures

15.1 What organizational structure is right for my 
business?

15.1 How should I staff  my business?

15.1 Do I need the help of outside experts?

15.2 How do I train and motivate employees?

Legal 
Structures

16.1 Does my product involve intellectual property 
rights?

16.1 What contracts will my business require?

16.2 How will I protect my business by using 
insurance?

17.1 How will taxes aff ect my business?

17.2 How will government regulations aff ect my 
business?

17.2 How will government regulations aff ect 
employees?

Business 
Management

18.1 How will I manage my business?

18.2 How do I manage expenses, credit and cash fl ow?

19.1 How do I manage production and distribution?

19.2 How will I manage my operations?

20.1 How do I manage purchasing?

20.2 How do I manage inventory?

Plan for
Growth

21.1 How can I plan for business growth?

21.2 What are the challenges of growth?

22.1 Can I franchise or license my business?

22.2 When and how should I leave my business?
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Entrepreneurs often need funds from outside sources 
to start their businesses. To obtain fi nancing, entre-
preneurs have to explain the idea for a new business 
to a bank loan offi  cer, a venture capitalist, or other 
potential investor. This is called a “pitch.”

Entrepreneurs often don’t have much time to make 
their case. This has led to the “elevator pitch” (so named 
because the pitch has to be succinct enough to be 
delivered during an elevator ride). In an elevator pitch, 
an entrepreneur has only 30 seconds. He or she must 

communicate in fewer than 150 words what the prod-
uct does and how the consumer will benefi t. Venture 
capitalists may ask entrepreneurs for an elevator pitch 
to weed out bad ideas immediately.

Now, with the advent of micro-blogging Websites 
such as Twitter—in which readers post updates of 140 
characters or less—the “twitpitch” is the newest type of 
elevator pitch. Entrepreneurs post two-sentence busi-
ness ideas to their accounts, effi  ciently getting through 
to time-crunched consultants and venture capitalists.

THINKING CRITICALLY
Applying Concepts. Think of a new idea for a small 
business. Can you communicate that idea in 30 sec-
onds? How about in 140 characters or less? Start by 
practicing an elevator pitch in a small group and then 
take turns writing your own twitpitches and sharing 
them with the class.

To read more about pitches, including 
elevator pitches and twitpitches, go to 
“Entrepreneurship Issues” on the Student 
Center at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Elevator Pitches

Reviewing Objectives
. What is a business plan?
2. What are the four main types of business plans?
3. What are the seven parts of a business plan?
. What two questions do you need to consider 

early in the process of developing a business 
plan?

Critical Thinking
. Comparing/Contrasting. Why do the busi-

ness plans for nonprofi t organizations diff er 
from those of for-profi t businesses?

6. Drawing Conclusions. How would the busi-
ness plan for a one-person service operation 
run from a home diff er from that of a manu-
facturing business requiring 100 employees, 
equipment, and a building?

Working Together
Working in groups of four, use the Internet to 
research three business plan models. Record 
the parts of each plan and the order in which 
the parts are presented. Compare these busi-
ness plans with the one outlined in this chapter. 
What are the differences between the plan in the 
text and the plans you researched? What are the 
similarities?

ASSESSMENT 6.1

Summarizing a Business Plan
Select six existing businesses: two manufac-
turing, two retailing, and two service. For 
each business, identify the concept and the 
customer in one sentence.

Language ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage Arts
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6.2

Quickly consider this question:

If you started a business, what would it be?

Write your answer on a piece of paper. Think about your reasons for choosing 
this business.

Recognizing Opportunities
Usually you start a business because you see an opportunity. 
A  business opportunity is a consumer need or want that can 
potentially be met by a new business. In economics, a  need is 
defined as something that people must have to survive, such as 
water, food, clothing, or shelter. A  want is a product or service 
that people desire.

Ideas versus Opportunities
Not every business idea is a good business opportunity. For 
example, you might have an idea for a neighborhood restaurant. 
But if that idea has no commercial potential, if it can’t make a 
profit, it isn’t an opportunity. If the public didn’t like the type 
of food you planned to serve, for example, the business would 
be doomed to fail.

Your idea could be an opportunity in a different location, how-
ever. Let’s say that the people in another town really wanted your 
potential restaurant’s cuisine. In addition, no similar restaurant 
currently existed in the area. In this case, your idea could be a real 
opportunity.

What Is a Business 
Opportunity?

OBJECTIVES

 ⦁ Identify ways to recognize business opportunities
 ⦁ Explain how to use creative thinking to generate ideas
 ⦁ Compare various types of business opportunities
 ⦁ Describe methods used to evaluate business opportunities

VOCABULARY

 ⦁ business broker

 ⦁ business opportunity

 ⦁ calculated risk

 ⦁ cost/benefit analysis

 ⦁ creative thinking

 ⦁ critical thinking

 ⦁ feasibility

 ⦁ franchisee

 ⦁ franchisor

 ⦁ intangible

 ⦁ need

 ⦁ nondisclosure agreement

 ⦁ opportunity cost

 ⦁ prototype

 ⦁ royalty fee

 ⦁ SWOT analysis

 ⦁ trade show

 ⦁ want

 ⦁ window of opportunity
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You can ask yourself five questions to begin the process of deter-
mining if a business idea might be a good business opportunity. If the 
answer to any of these questions is “no,” there is a good chance that the 
idea is not a real business opportunity. (As you read this book, you’ll 
discover practical ways of answering these questions.)

 ⦁ Does the idea fill a need or want that’s not currently being met?

 ⦁ Will the idea work in the location or in the way that you plan to 
sell it?

 ⦁ Can you put the idea into action within a reasonable amount of 
time—that is, before someone else does or while resources are still 
available? This concept is called the window of opportunity: the 
period of time you have to act before the opportunity is lost.

 ⦁ Do you have the resources and skills to create the business (or 
know someone else who could help you do it)?

 ⦁ Can you provide the product or service at a price that will attract 
customers but still earn a reasonable profit?

Sources of Opportunity
Staying aware of things going on around you can help you recognize 
potential business opportunities. Here are just a few sources of ideas:

 ⦁ Problems. Many well-known companies were started because 
an entrepreneur wanted to solve a problem. A problem could be 
something you are experiencing personally. Or it could be a prob-
lem you observe others experiencing. What product or service 
would improve your life or the lives of others? What would you 
like to buy that is not available for purchase in your area?

 ⦁ Changes. Our world is continually changing—changes in laws 
and regulations, social customs, local and national trends, even 
the weather. Change often produces needs or wants that no one 
is currently supplying. Consider climate change and the trend 
toward taking better care of the environment. Many new business 
opportunities have occurred because people are interested in pur-
chasing “green” products and services.

 ⦁ New Discoveries. The creation of totally new products and 
services can happen by accident. For example, someone who 
has an enjoyable hobby can discover something recognizable 
as a business opportunity. Inventions also come about because 
someone wanted to find a way to solve a problem. Other exam-
ples include changes in technology or medical and technological 
discoveries that entrepreneurs find ways to convert into products 
and services.

 ⦁ Existing Products and Services. You can get ideas for oppor-
tunities from businesses that already exist. This is not the same 
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thing as copying a product or service and then calling it by 
another name (which can be illegal). Instead, it means looking 
for ways to significantly improve a product, perhaps at a lower 
price. It could also involve improving the quality and manner in 
which customers are served—including such features as better 
locations, longer hours, or quicker service.

 ⦁ Unique Knowledge. Entrepreneurs sometimes turn one-of-a-kind 
experiences or uncommon knowledge into a product or service that 
benefits others. Think about your own knowledge and experiences. 
Is there anything unique or unusual that you could use to create 
something new or to help others?

Where to Look for Opportunities
There are many ways to locate business opportunities. Your own com-
munity is a good place to begin. Here are some resources you might 
find useful:

 ⦁ Newspapers and Magazines. Examine not only your local news-
papers but also those from such metropolitan areas as New York, 
Miami, Chicago, Dallas/Fort Worth, and Los Angeles. Sampling 
the news from across the country may help you see a developing 
national trend. News magazines such as Time and Newsweek are 
other resources, as are magazines published about your particular 
city or region. In addition, take a look at specialized magazines 
that focus on a hobby or subject you are interested in.

 ⦁ Business and Governmental Agencies. Some good examples 
of government agencies that provide useful statistical data and 
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Trends
This graph projects U.S. popula-
tion growth from 2000 to 2050 
based on U.S. Census Bureau 
estimates.
Interpreting Graphs. What area 
suggests the greatest increase in 
business opportunity?
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other information are the U.S. Census Bureau, U.S. Department 
of Labor, and U.S. Small Business Administration. You can 
also contact your local Better Business Bureau or Chamber of 
Commerce for information on businesses in your area.

⦁ Trade Resources. Various types of trade resources can help you 
get ideas for new businesses. A  trade show is a convention where 
related businesses come to promote their products or services. 
Similarly, trade magazines are published for specific types of busi-
nesses. Trade associations exist for nearly every industry. A few 
examples of trade associations include the American Booksellers 
Association, Pet Sitters International, the Soap and Detergent 
Association, and the National Roofing Contractors Association.

⦁ World Wide Web. Surfing the Web is a great way to explore just 
about any topic. By browsing, you might discover sites that you 
otherwise would not have known about.

When is a business idea a business opportunity?

Thinking Creatively
Entrepreneurs are constantly coming up with business ideas by think-
ing creatively. Training yourself to think like an entrepreneur may take 
some practice, but it is well worth the effort.

Types of Thinking
 Creative thinking is a thought process that involves looking at a 
situation or object in new ways. It is also called lateral thinking. The 
phrases “Think outside the box” and “Use your imagination” refer to 

 ▲ Trade shows can help give 
 you ideas for new businesses
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creative thinking. You can also define creative thinking as having an 
attitude that “plays” with many possibilities.

In contrast,  critical thinking is also called vertical thinking, but 
it doesn’t mean you are being negative. Critical thinking refers to a 
logical thought process that involves analyzing and evaluating a situa-
tion or object. Perhaps you’ve asked someone to help critique an essay 
or project on which you were working. They read or analyzed what 
you did. Then, they probably evaluated the project, suggesting things 
you could change.

Creative and critical thinking are both important, but they tend to 
produce different results. It is wise to learn when and how to apply them. 
For example, creative thinking works well for generating ideas and rec-
ognizing opportunities. Later in this chapter you will learn more about 
how to apply critical thinking when evaluating business opportunities.

Creative Thinking Techniques
You can help yourself think more creatively. Here are a few techniques:

⦁ Challenge the Usual. Ask lots of “Why?” and “What if?” ques-
tions. Challenge what you believe about how products should 
work or how things are done.

⦁ Think Backward. Sometimes solving a problem is easier when 
you start by imagining the end result you want. Then mentally 
trace imaginary steps backward to see how you could get there.

 ⦁ Be Flexible. There is almost always more than one way to solve a 
problem. Force yourself to examine things from different angles. 
Problems can even become solutions. Take Post-it® Notes, for 

Respect is a vital component of all healthy relation-
ships. Most high school students know that you have 
to give people respect to get it back.

The first step to gaining respect is to respect your-
self. Think about the relationships you have in your 
life. The best ones are those where you can be your-
self, express your opinions freely, and make decisions 
together. You never feel pressured to do something 
that you would not be comfortable doing.

As you join the workforce or move on to college 
after high school, you will encounter people with 
an assortment of ideas, temperaments, and beliefs. 
Don’t forget that respect is shown both in actions 
and in words. When people are respectful, they don’t 

put people down or make them feel uncomfortable. 
They accept the individual differences and beliefs 
of others.

THINKING CRITICALLY
Drawing Conclusions. Imagine that a coworker has 
asked you to do something with which you are not 
comfortable. How can turning that person down indi-
cate that you respect yourself? How might this action 
actually command respect from others?

To read more about respect for yourself and 
others, go to “Your Business Career” on the Student 
Center at entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Respect
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example. A glue created by a 3M scientist was not very strong. 
Later, another 3M scientist thought about using the glue in a 
different way—and that produced a very successful product.

 ⦁ Judge Later. When brainstorming ideas, don’t worry about being 
practical. Also, try not to be negative or prejudiced. Those atti-
tudes lower creativity. Not all ideas have to make sense in the 
beginning. You’ll have time later to decide which ones are not 
useful. Sometimes ideas that seem silly at first inspire other, more 
useful, solutions later.

 ⦁ Draw Idea Maps. Use whiteboards, chalkboards, and poster 
boards to sketch out ideas. For example, one thought might 
branch out into six directions, and some of those branches might 
generate additional ideas. Drawing possibilities in this way often 
helps you to see a bigger picture, with new possibilities that you 
might have otherwise missed. You might also try using sticky 
notes on a wall or poster board. This method allows you to move 
ideas around.

 ⦁ Brainstorm in a Group. Ask your friends, family, and classmates 
to help you generate ideas. The old saying “two heads are better 
than one” is often true. All of these thinking techniques can be 
used when working in a group.

 ⦁ Daydream. Letting your mind wander is okay; just make sure 
you pick an appropriate time. With your eyes closed, practice 

 ▲ Brainstorming can help  
 you generate ideas
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visualizing what your new product or service would be. What 
would it look like, smell like, taste like, feel like, sound like?

Whether thinking creatively on your own or in a group, keeping a 
positive attitude helps build creativity. Former First Lady Eleanor Roos-
evelt wrote: “The future belongs to those who believe in the beauty 
of their dreams.”

What is the diff erence between critical thinking and creative 
thinking?

Turning Ideas into Opportunities
After you’ve generated a number of business ideas, the next step is to 
compare options for applying them. Should you start a new business or 
buy one that already exists? Does the problem you’ve identified call for 
a new invention or the modification of an old product? Here are four 
common ways to turn ideas into opportunities:

⦁ Start a new business

⦁ Buy an independent business

⦁ Buy a franchise

⦁ Become an inventor

Starting a New Business
The beauty of starting a new business is that you can build it your own 
way. However, you must make many decisions and complete many tasks 
before your business can run effectively. This could initially be a real chal-
lenge if you don’t have the necessary resources or skills. How much time 
and effort are you willing to invest? How will you obtain the knowledge 
and skills you need to start and operate a new business?

A potential disadvantage of starting a new business is the amount of 
risk or uncertainty involved. If your product or service is new, you may 
have difficulty predicting how well it will sell. There typically will be 
less information available on which you can base your decisions. How 
much are you willing to risk?

Although starting a new business may seem overwhelming, every-
thing doesn’t have to happen at once. As the saying goes, “Rome wasn’t 
built in a day.” With proper planning and strong motivation, you can 
succeed in building a new business, one step at a time.

Buying an Independent Business
When you start a business from the ground up, becoming successful can 
take a long time. That’s one reason some entrepreneurs prefer to purchase 
a business that already exists. Finding a business for sale is similar to 
looking for a house to buy. You can start by reading advertisements in 
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local newspapers and real estate magazines. You may also want to hire 
a business broker, someone who is licensed to sell businesses.

An existing business normally has much already in place: trained 
employees, operating equipment, merchandise and supplies on hand, 
established credit for making new purchases, and established procedures 
for running the company. Most important of all, an existing business 
already has customers. If current customers are happy with the products 
or services, their continued purchases will help to ensure your success.

Sometimes the previous owner of an 
independent business is willing to provide 
a period of training for the new owner. The 
business seller may also allow for a down pay-
ment, followed by monthly installments. This 
can reduce the amount of money you need 
to borrow from a bank, family, or friends.

Buying an independent business is still 
very much an entrepreneurial activity. You 
may not have initially created the business, 
but you will be responsible for its continued 
growth and success. For example, you can use 
your business skills and creativity to attract 
additional customers. You might also find 
new ways to improve the current processes 
and procedures of the business. You may 
even decide to add new products or services 
at some point.

Buying a business usually requires a 
large amount of money initially. In com-
parison, you may not have to invest much 
money at the beginning when you start a 
new business. When buying a business, you 
also risk inheriting problems—both visible 
and hidden ones.

Buying a Franchise
As you learned in an earlier chapter, a franchise is a way to buy a busi-
ness in the name of another company. This legal agreement gives the 
franchisee, or franchise buyer, the right to sell the company’s products 
or services in a particular location and for a specified length of time. 
The franchise seller is called a franchisor.

As you’ve already learned, buying a business has less risk than starting 
a new one. This is particularly true of franchises. Some sources estimate 
that a franchise has a 90% or better chance of success. Some of the reasons 
for this include:

 ⦁ Proven System. Most franchises have a system in place that has 
already been tested. Following the proven processes and procedures 
created by the franchisor helps ensure the success of your business.

▲  Figure 6-3

Franchises
Many fast-food restaurants are 
franchises.
Recognizing Patterns. What 
are the names of some fast-food 
franchise businesses located in 
your community?
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 ⦁ Customer Awareness. People tend to buy from businesses they 
recognize and trust. When you buy a franchise that is well known 
and liked, you will benefit from the name and reputation already 
established.

 ⦁ Multiple Benefits Provided by the Franchisor. A franchi-
sor provides initial training on how to operate the business. In 
addition, the franchisor provides ongoing support in answering 
questions. An individual franchise also benefits from the national 
advertising purchased by the franchisor.

 ⦁ Exclusive Geographical Area. A franchisor allows only a certain 
number of franchises to operate within a particular region. This 
keeps competition down.

 ⦁ Easier Financing. Bankers are often more likely to lend money 
to an individual buying a franchise, because historically franchises 
have a high rate of success. From the bankers’ point of view, a 
franchisee is less likely to default on a loan than owners of other 
types of businesses.

Owning a franchise may also give you additional opportunities to grow 
as an entrepreneur. Once you become a successful franchise owner, you 
may want to buy additional units of the same franchise. You will manage 
all the teams who work at the various sites.

There are also some downsides to consider before buying a franchise:

 ⦁ Initial and Ongoing Fees. When you first buy a franchise, you 
pay a fairly high fee for the right to operate it. This cost can 
range from $5,000 to $100,000 or even higher. You need addi-
tional money to set up and operate a franchise. For example, you 
must purchase equipment. You need to set aside money to pay 
bills and employees until the business is making enough profit. 
A franchise owner also pays a royalty fee to the franchisor. This 
is a regular, ongoing payment that is based on a percentage of the 
sales a franchise earns.

 ⦁ Less Entrepreneurial Freedom. Starting a new business or buy-
ing an independent business presents decision-making freedom. 
When you own a franchise, however, you must abide by the rules 
in the agreement. If you fail to meet the conditions of the fran-
chise, the franchisor can cancel the agreement and put you out 
of business. There is also no guarantee that the franchisor will 
renew your agreement when it expires.

Becoming an Inventor
Some entrepreneurs invent new products, designs, or processes. They 
may choose to sell or license their inventions to someone else. Or 
they may create a business of their own that uses or manufactures the 



156  Chapter 6

invention. Often inventors significantly change an existing product or 
process, rather than creating a totally new one, just as the following 
two companies did:

 ⦁ HurriQuake Nail. The HurriQuake nail is designed to resist 
pulling out of wood during hurricanes and earthquakes. Because 
building a house with HurriQuake nails only costs about $15 
more, a lot of builders are likely to purchase HurriQuakes instead 
of regular nails.

 ⦁ XO Laptop. One Laptop Per Child (OLPC) is a nonprofit orga-
nization with the goal of providing laptops for children world-
wide. OLPC found a way to create a low-cost laptop called the 
XO. They also reduced the laptop’s energy use by 90 percent. 
This was achieved by inventing a new kind of screen display.

Whether you want to create a new invention or improve an existing one, 
here are some of the things you will need to do:

 ⦁ Keep a Logbook. Keep a 
detailed record, with dates, 
of everything related to your 
potential invention. Start 
with the date when you first 
thought of the idea. Use 
a type of notebook that is 
hardbound, not a loose-leaf 
binder. Your logbook can be 
used in the future to help 
prove the origin of your 
invention. In addition, a log-
book is a good way to keep 
track of your sketches, notes, 
and research information.

 ⦁ Conduct a Search. Find out whether somebody else has already 
patented an invention that’s the same or similar to yours. A pat-
ent provides a legal means for protecting an invention. A patent 
gives the inventor the exclusive right to make, use, and sell the 
invention for a certain period of time. Patents are issued by the 
U.S. government’s Patent and Trademark Office (www.uspto.gov). 
If no one has patented an invention like yours, you may want to 
consider getting a patent.

 ⦁ Create a Prototype. A prototype is a model on which future 
reproductions of an invention are based. Start by building a 
nonworking model out of materials such as foam, wood, or card-
board. This step helps you determine the correct form and shape 
of the product. With CAD (computer-aided design) software, 
you can also make an electronic drawing of your invention. Later 
you will also need to create a working prototype. This is an exact 

 ▲ Inventors should keep a 
detailed logbook.
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sample of how the final product will look, move, and operate. 
Any manufacturer or designer with whom you discuss your prod-
uct should be asked to sign a  nondisclosure agreement. This is 
a legal document in which a person or group agrees to keep cer-
tain information confidential.

What are four common ways you can turn an idea into a 
business opportunity?

Evaluating an Opportunity
Once you’ve gathered your ideas, tested them to see if they appeared to 
be opportunities, and compared various ways of activating them, you 
will need to make a more detailed evaluation. Start with the business 
ideas you like best. Then use critical thinking to logically evaluate the 
feasibility of each idea. Feasibility refers to how possible or worth-
while it is to pursue your idea, to see if it is actually an opportunity. 
You can use three practical methods for determining the feasibility of 
your business ideas:

⦁ Cost/benefit analysis

⦁ Opportunity-cost analysis

⦁ SWOT analysis

Cost/Benefi t Analysis
Even though it is necessary to take risks as an entrepreneur, successful 
people take a  calculated risk. This means carefully considering the 
potential costs and benefits. One method used to determine a calcu-
lated risk is called  cost/benefit analysis. It is the process of adding 
up all the expected benefits of an opportunity and subtracting all the 
expected costs. If the benefits outweigh the costs, the opportunity 
may be worthwhile.

Costs can be one-time payments or ongoing. Benefits are most 
often received over a period of time. For example, perhaps you want 
to buy a computer but you currently don’t have the money to pay for 
it. The purchase price could be a one-time cost if you save up and 
pay cash for it in six months. But if you use a credit card to buy the 
computer today, you should calculate how much extra you will pay in 
interest charges over the next six months. If buying the computer now 
enables you to earn more money than the total interest, the benefit 
may outweigh the cost.

A difficulty in cost/benefit analysis is assigning a monetary value 
to  intangible (nonmaterial) things. For example, what is the value 
of your time? In what ways can you use your time most profitably? 
Obviously, some costs and benefits have to be based on personal values 
and priorities. What you find important may not be the same as for 
someone else.
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Another difficult part of doing a cost/benefit analysis is that you 
can’t precisely assign numbers to the costs or the benefits at the begin-
ning of your evaluation. You have to think only in general terms. 
Eventually, as you continue with the business planning process, you will 
need to calculate the actual costs and benefits as accurately as you can.

Opportunity-Cost Analysis
An important factor often overlooked when evaluating ideas is the 
opportunity cost. This is the value of what you will give up to get 
something. An opportunity-cost analysis examines the potential benefits 
that you forfeit when you choose one course of action over others.

Suppose you are offered a one-year internship at a company where 
you can gain valuable work experience. However, you will not receive 
wages. To make the best decision, you should compare the benefits 
the internship offers with the benefits of any opportunities you will 
be losing or postponing. These might include the chance to go to 
college immediately, earn money at a different job, or start a business.

Money can be invested to earn more money over a period of time. 
An opportunity cost is the benefit you don’t receive by investing the 
money in one way versus another. For example, if you spend $500 to 
buy products you were going to sell, rather than depositing the money 
in a savings account, you won’t get the interest you would have earned 
on the $500. But your calculated risk is that you will earn more from 
selling the products than you would have earned in interest on the $500.

SWOT Analysis
Another way to determine an idea’s feasibility is to perform a SWOT 
analysis. A SWOT analysis is a business evaluation method that draws 
its name from the four areas it evaluates (Strengths, Weaknesses, 
Opportunities, and Threats):

 ⦁ Strengths. What skills do you have that would enable you to do 
well with this specific opportunity? What resources do you have 
available (time, money, and people who can help you)? Do you 
have any unique knowledge or experiences that could give you 
an edge?

 ⦁ Weaknesses. In what skill or knowledge areas do you need to 
improve? What resources are you lacking? What might potential 
customers see as a weakness in your product or service?

 ⦁ Opportunities. Does this business idea fill an unmet need 
or want? Are there any trends or changes happening in your 
community that you could use as an advantage? What could 
you do better than other companies already in the same type 
of business? Does the proposed business location give you any 
advantages?
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⦁ Threats. What obstacles stand in the way of pursuing this 
opportunity? What current trends could potentially harm your 
business? How fierce is the competition in this business area? 
Does this business idea have a short window of opportunity?

The following table shows an example of a simple SWOT analysis for 
starting a DJ business. Notice that strengths and opportunities are 
placed side by side in the chart. This helps you to see if you currently 
have the strengths you need to take advantage of existing opportuni-
ties. Ask yourself, “What can I do to build my strengths so I can make 
the most of my opportunities?”

Likewise, weaknesses and threats are placed side by side in a SWOT 
analysis. This allows you to evaluate whether your weaknesses make 
existing threats more serious. Ask yourself, “What can I do to address 
my weaknesses so I can minimize potential threats?”

SWOT  ANALYSIS:  STARTING  A  DJ  BUSINESS

Strengths Opportunities

I have experience working in a music store 
and know what type of music is bought 
most often.

Some friends have already asked me to DJ 
at upcoming parties.

Together, my potential partner and I have 
the necessary equipment and music 
resources.

My potential partner knows another DJ who 
says we can sub for him.

I have an older brother who was a DJ when 
he was younger. He can answer questions 
and provide helpful tips.

People in our area really like salsa music. 
Maybe we could add that to our play list.

Weaknesses Threats

I’m not sure how dependable my potential 
partner will be. He is often late.

There are several good DJs already in the 
neighborhood.

We need money to continue building our 
music library and keep it current.

People planning parties don’t know us and 
already know the established DJs.

We need a way to transport our equipment 
from place to place.

If times are hard economically, people won’t 
pay for expensive parties with DJs.
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Keep in mind that you can also use a SWOT analysis to evaluate a 
business after it is up and running. Many companies perform a SWOT 
analysis periodically to stay aware of changes that could help or harm 
their businesses.

What do we call the value of something given up to get 
something else?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 6.2 of the Business Plan Project in your Study Guide, or 
Section 6.2 in BizTech.

Reviewing Objectives
. What is the diff erence between a business 

idea and a business opportunity?
2. List at least three creative-thinking techniques 

used to generate ideas.
3. Name four common ways of turning business 

ideas into opportunities.
. Describe three practical methods for deter-

mining the feasibility of a business idea.

Critical Thinking
. Comparing/Contrasting. Compare the 

advantages and disadvantages of buying an 
independent business versus buying a fran-
chise. How are these business opportunities 
alike? How are they diff erent?

6. Relating Concepts. What type of business 
opportunities match well with your current 
goals, both fi nancial and nonfi nancial?

Working Together
Working in a team, create a poster that compares 
the opportunity cost of a high school diploma, 
an associate degree, and a bachelor’s degree. 
Assume that college tuition is $5,000 per school 
year. Select a specific career area and calculate 
the annual salary each type of degree would earn 
within that career. Does the cost of education 
outweigh the long-term earning potential?

ASSESSMENT 6.2

Connecting to Your Community
List 10 major issues that have appeared in 
the local news over the past few months. 
Which of these could be solved or reduced 
by creating a business that doesn’t yet exist 
in your community? 

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies
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ENTREPRENEUR PROFILE

Challenges of Being a 
Student Entrepreneur
Tonya Groover has always been fascinated by com-
puters. While she was in high school, she helped her 
family and friends learn how to use computers. And 
when she got to college, she started a company called 
WebElegance. WebElegance designed Websites for 
local companies and individuals.

Tonya ran WebElegance for her fi rst two years at 
the University of Pittsburgh. But she found that she 
had underestimated how much work college would 
require. “I had jobs I actually had to turn down because 
I was here to go to school,” said Tonya. “I wasn’t here to 
make a Website.” Tonya closed WebElegance and con-
tinued with her studies as a computer science major.

Opening the World of Computer Science 
to African Americans
As an African American herself, Tonya noticed that 
there were very few people of color studying com-
puter science. She did research and found that just 
3% of the degrees in computer science went to African 
Americans. She also found that there wasn’t much sup-
port to encourage them. Tonya decided to do some-
thing about that.

She submitted a proposal to the University of 
Pittsburgh after her sophomore year. With Pitt’s fund-
ing and backing, Tonya started Technology Leadership 
Institute in 2006. It’s a six-week summer program that 
encourages African American high school students to 
pursue careers in computer science. Tonya spends 10 
to 15 hours a week working in the Institute during the 
school year. In the summer, it’s her full-time job.

Wearing Multiple Hats
“The main challenge is being a student as well as run-
ning Technology Leadership Institute,” said Tonya, now 
doing graduate work at the University of Pittsburgh. 
She is doing research in addition to a heavy course 
load. “I have to prioritize and make sure that I manage 
my time wisely.”

Tonya develops curriculum, teaches, writes grants, 
and raises funds. She supervises a staff  of seven stu-
dents. “I let my staff  members know that I’m very open 

and that’s how we have to be because we’re a team. It 
is diff erent from working by yourself,” said Tonya. “You 
have more help, but at the same time, you have to 
train your help.”

Tonya is also networking the organization to take it 
to the next level. “I have to stay on top of everything 
so that I can be successful and the organization can 
be successful as well.”

Tonya thinks she’ll be an entrepreneur for the rest 
of her life. “It’s about the independence, the fl exibil-
ity, the reach, and impact that I have. I enjoy having 
this leadership role. There’s always a new challenge to 
tackle. You’re always making a change and a diff erence 
in whatever you’re doing.”

Thinking Like an Entrepreneur
1. What are your priorities? For Tonya, going 

to school was more important than running 
WebElegance. Would you make the same 
decision? Why?

2. Tonya submitted a proposal to her school to fund 
Technology Leadership Institute. What other ways 
could she have fi nanced the organization?

3. What are the good and bad points of supervising 
a staff ? Would you like to train other people?
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CHAPTER SUMMARY

6.1 What Is a Business Plan?
A business plan is a statement of your business goals, the reasons you think 
these goals can be met, and how you are going to achieve those goals. You 
need a complete, well-written plan before you start a business, and a good 
business plan will also guide you as you develop the company. The plan for a 
for-profit business is significantly different from that for a nonprofit organiza-
tion. There are four main types of business plans, each intended for a different 
audience: the brief summary, the oral presentation, the investor’s business 
plan, and the operational plan. Each type of plan addresses The Three C’s: 
concept, customer, and capital. Most business plans include seven parts: prod-
uct or service, market analysis, strategy, company description, organization 
and management, plan for growth, and financials. In addition, business plans 
include an executive summary.

6.2 What Is a Business Opportunity?
A business opportunity is a consumer need or want that can be met by a new 
business venture. However, not every idea is an opportunity. An idea with no 
commercial potential isn’t an opportunity. Ideas for business opportunities 
can arise from problems, changes/trends, new discoveries and inventions, 
existing products and services that need improvement, and unique knowl-
edge or experiences. Places to look for opportunities include newspapers, 
magazines, business and governmental agencies, trade resources, and the 
Internet. Once you’ve generated an idea, the next step is to compare options 
for applying it. Major choices include starting a new business, buying an 
independent business, buying a franchise, and becoming an inventor. Finally, 
you need to evaluate the feasibility of your ideas. Practical ways to do this 
include performing a cost/benefit analysis, an opportunity-cost analysis, 
and a SWOT analysis.

REVIEW VOCABULARY
Write a two-page article for the school newspaper. Describe what a business opportunity is and why you need to 
write a business plan before you start a business. Use at least ten of the following terms as you can in your article.

 ⦁ business broker (p. 154)

 ⦁ business opportunity (p. 147)

 ⦁ business plan (p. 139)

 ⦁ calculated risk (p. 157)

 ⦁ cost/benefit analysis (p. 157)

 ⦁ creative thinking (p. 150)

 ⦁ critical thinking (p. 151)

 ⦁ executive summary (p. 142)

 ⦁ feasibility (p. 157)

 ⦁ franchisee (p. 154)

 ⦁ franchisor (p. 154)

 ⦁ intangible (p. 157)

 ⦁ need (p. 147)
 ⦁ nondisclosure 

agreement (p. 157)

 ⦁ opportunity cost (p. 158)

 ⦁ prototype (p. 156)

 ⦁ royalty fee (p. 155)

 ⦁ SWOT analysis (p. 158)

 ⦁ trade show (p. 150)

 ⦁ want (p. 147)

 ⦁ window of opportunity (p. 148)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Which of the following is not one of “The 
Three C’s”?

a. concept
b. competition
c. customer
d. capital

2. A patent
a. is issued by the U.S. government
b. provides a legal means for protecting an 

invention
c. involves research to avoid duplication
d. all of the above

3. A brief summary business plan should take no 
more than

a. 30 seconds to 3 minutes
b. 3 to 5 minutes
c. 5 to 10 minutes
d. 10 to 15 minutes

4. The period of time you have to act on a business 
opportunity before it disappears is called the

a. opportunity time limit
b. window of opportunity
c. reasonable time frame
d. none of the above

5. The type of business that provides the greatest 
amount of entrepreneurial freedom is a(n)

a. business you start from scratch
b. independent business you purchase
c. franchise
d. family business

6. Which of the following types of business plans is 
meant for use within the business only?

a. brief summary
b. oral presentation
c. investor’s business plan
d. operational business plan

7. Which of the following is not used to evaluate the 
feasibility of a business opportunity?

a. invention analysis
b. cost/benefi t analysis
c. opportunity-cost analysis
d. SWOT analysis

8. Who is the intended audience for the oral presen-
tation type of business plan?

a. potential employees
b. potential investors
c. newspaper reporters
d. a and c

9. Which of the following is not a characteristic of 
creative thinking?

a. using your imagination
b. lateral thinking
c. looking at a situation in new ways
d. vertical thinking

10. A royalty fee is a(n)
a. single fee paid when a franchise agreement 

expires
b. ongoing payment based on a percentage 

of sales
c. single fee paid when the franchise agree-

ment is signed
d. ongoing payment based on the value of 

the business

11. The business plan of a for-profi t company typi-
cally focuses on 

a. the business mission 
b. the products or services that support the 

mission
c. fi nancial goals
d. a and b

12. Which of the following is true about a business 
plan?

a. developing it is simple and straightforward
b. once developed, it doesn’t change
c. it has a set format
d. it will need to be changed from time to time
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13. Research real-life stories of how entrepreneurs rec-
ognized the business opportunity that made them 
successful. Find an example for each of the follow-
ing sources of business opportunities: problems, 
changes, new discoveries, existing products and ser-
vices, and unique knowledge. Create a presentation 
about your fi ndings (include pictures).

14. Working with a partner, select a local business with 
which you are both familiar. Construct a SWOT 
analysis of the business.

15. Identify a local business with which you are familiar. 
Write a 30-second brief summary describing the 
concept and customer to an investor. Present your 
summary to the class and ask them whether they 
would invest in the business.

16. You’ve been told that a potential investor wants at 
least 22% of the business plan to focus on market 
analysis. If your business plan is 18 pages, about 
how many pages should be devoted to market 
analysis?

17. You own a franchise and need to pay an 11.25% 
monthly royalty fee to the franchisor. Your fran-
chise had sales of $36,780 in August. What is your 
August royalty fee?

18. When choosing a business to start or to buy, evalu-
ating and planning is important. One way of evalu-
ating a business opportunity is to ask whether it 
agrees with your ethical values. Think of a service 
or product that is legal according to the law but 
may confl ict with your beliefs. Write one or more 
paragraphs explaining your position. Then write at 
least one paragraph suggesting why others may 
view the service or product diff erently from the 
way you do.

19. Imagine that you’ve been asked to help plan a 
mall to be built near your school. Working in a 
small group, brainstorm ideas for businesses. What 
types of businesses would do well in this location? 
Have each person pick a potential business and 
do a SWOT analysis, pretending to be the business 
owner. Share your results. Which ideas have the 
most potential? The least?

20. Interview a small-business owner, a franchisee, or 
an inventor in your community. Ask what types 
of planning he or she did before starting/buying 
the business or before marketing the invention. 
How did he or she determine whether the busi-
ness/invention had a good chance of succeeding? 
What were the advantages and disadvantages 
of this type of entrepreneurship? Share your 
research results with the class.
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ENTREPRENEURS & TECHNOLOGY

Web Design
Web design is the process of manipulating graphics 
and text to create a unique and eye-catching Website. 
In an increasingly crowded Internet, Web owners hire 
independent Web designers—professionals who will 
design a Website that will stand out from others. Web 
design can be a big project, because a Website can 
have hundreds of individual pages.

HTML Language
As you learned in earlier chapters, Web pages are 
designed in HTML (Hypertext Markup Language), a 
unique type of computer language that uses a series 
of brackets and other commands that determine how 
the site is displayed online. For example, here’s HTML 
code for creating color on a Website’s background:

<body style="background:#0404B4">

The numbers and letters after “#” stand for a particular 
color. Changing #0404B4 to #FF0000 would change the 
background from blue to red. Each color has a unique 
number and letter combination. In fact, every font, 
border, and graphic has a unique HTML code. As you 
can imagine, HTML is a complicated language that can 
take a long time to master. Beginners can bypass this 
code by using a pre-made Web template. This is a 
Website that includes already-created graphics and an 
established layout. Web templates make quality Web 
design available to people who are new to it. Web 
design software is also available for both professional 
Web designers and beginning users.

Website Components
Web designers use a number of components to design 
a high-quality site. (These also are included on Web 
templates.) Drop-down menus are at the top of the 
page and allow users to navigate through the site. Web-
sites are often broken up by adding a sidebar on the 

left or right of the page, where there are links to pages 
within the site or to other Websites. Some sites use flash 
animation. This is a software program used to create 
animated graphics. The goal in using these features is 
to make the site both interesting and easy to navigate.

Website Navigation
Creating a user-friendly site is an important component 
of Web design. Some Websites may work well with cer-
tain Web browsers (Firefox, Safari, or Internet Explorer) 
but not with others. A Website may have several sec-
tions. For instance, there may be individual pages 
within the site for a variety of products. A drop-down 
menu may include choices for different products, such 
as books, music, apparel, or whatever the Website sells. 
Because many Websites are designed to sell products, 
a Web designer needs to make it easy for visitors to the 
site to find and buy products.

⦁ drop-down menu
⦁ flash animation
⦁ sidebar

⦁ Web designer
⦁ Web template

Check Yourself
1. What does HTML do?

2. What is a Web template and why would you 
use one?

3. What are some of the main components of 
Web design?

4. What is a drop-down menu?

What Do You Think?
Applying Concepts. What are the most effective 
forms of Web design and why?

Tech Vocabulary
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Think about this question: 

What are your three favorite ways to spend your free time?

Quickly write down your list. You don’t have to place them in any special order.

Why Is Market Research Important?
We live in a world that changes rapidly and frequently. Because of 
this, each business must stay informed about its  market. A market 
is a group of potential customers—people or businesses—who are 
willing and able to purchase a particular product or service.

 Market research is an organized way to gather and analyze 
information needed to make business decisions. For example, mar-
ket research can help you decide to start a new business. But market 
research isn’t just something you do when starting a business. To 
ensure a company’s continued success, market research needs to 
be an ongoing activity.

Understanding Your Market
Market research tends to focus on three main areas. Just as each 
piece of a jigsaw puzzle is important to the whole picture, research-
ing each of these areas is key to understanding your market.

 ⦁ Business Environment. In its broadest sense, the  busi-
ness environment refers to any social, economic, or politi-
cal factors that could impact your business. This includes 
global, national, and industry-related factors. (“Industry,” 
here, means businesses that are concerned with a category 

What Is Market 
Research?7.1

OBJECTIVES

 ⦁ Explain why market research is important
 ⦁ Consider important factors when targeting a market
 ⦁ Identify market research methods

VOCABULARY

 ⦁ business environment

 ⦁ business-to-business 
(B2B) company

 ⦁ business-to-consumer 
(B2C) company

 ⦁ carrying capacity

 ⦁ customer profile

 ⦁ demographics

 ⦁ focus group

 ⦁ geographics

 ⦁ list-rental company

 ⦁ market

 ⦁ market research

 ⦁ market segment

 ⦁ mass market

 ⦁ primary data

 ⦁ psychographics

 ⦁ secondary data

 ⦁ target market



of products or services. For example, if you had a dry clean-
ing business, you would be concerned with the dry cleaning 
industry.) Gathering data related to the business environment 
will help you stay aware of trends and important events. In 
turn, this information may reveal new business opportunities 
or threats.

 ⦁ Customers. Customers can be individual consumers or busi-
nesses. To be successful, businesses need to satisfy their custom-
ers while making a profit. You can’t do this without knowing 
who your customers are and what they need or want. Market 
research helps you determine very specific information about 
potential customers. It also helps you precisely define their needs 
and wants.

 ⦁ Competition. Running a business would be a lot easier if it were 
the only one of its kind. However, this doesn’t happen very often. 
Usually, a number of competitors are already in the marketplace. 
They may offer a product or service similar to yours or one that 
fills the same customer need or want. Market research helps you 
identify who your competitors are and how they operate. This 
information will be helpful in planning for sales efforts related to 
your market.

▼  Figure 7-1

Market Awareness
Rising gasoline prices is a 
market trend that affects various 
businesses in different ways.
Inferring. What negative and 
positive effects could rising gasoline 
prices potentially have on a travel 
agency?

168  Chapter 7
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Avoiding Costly Mistakes
Making incorrect guesses about your market can lead to wrong deci-
sions. If an incorrect decision has a major impact on your business, your 
business could fail. Market research helps ensure that you don’t misjudge 
what your potential customers need or want. It helps you avoid spending 
time and money developing a product or service that won’t sell.

For example, you may want to use market research to test a proto-
type so you can evaluate potential customer reactions to a new product. 
Or, you may want to find out the  carrying capacity of the industry 
you want to enter. In the business world, carrying capacity refers to 
the maximum number of companies an industry can support based on 
its potential customer base. If a particular industry has little room for 
growth, there may not be room enough for your business to prosper.

Sometimes what you don’t know can hurt you. Ignorance of your 
market, or failure to react to your market, can mean lost customers and 
lost opportunities. This means lost income and lost profit. Although 
it is true that everyone makes mistakes, entrepreneurs can avoid costly 
ones by doing their homework.

Obtaining Finances
Attracting people, banks, or companies to invest in your business or 
lend you money is easier if you’ve done thorough market research. Most 
potential investors and business partners aren’t willing to risk their time 
or money without evidence that backs up your business concept. Mar-
ket research may also provide you with information about people or 
companies who have invested in competing businesses. If you can learn 
more about the investors who already have a stake in the market, you 
can better understand the expectations of your potential investors.

What is market research?

Targeting Your Market
You may be tempted to try to sell your product or service to as many 
customers as possible. This type of market is often called a  mass market. 
For most small businesses, this approach isn’t the best strategy. Selling 
to a mass market takes a great deal of resources. Instead, many entre-
preneurs focus on identifying a  target market, a limited number of 
customers who are most likely to buy the product or service.

Types of Customers
One of the goals of market research is to develop a  customer profile. 
This is a detailed description of your target market’s characteristics. 
To begin, consider the two main types of customers:

 ⦁ Consumers. A company who sells to individuals is sometimes 
referred to as a  business-to-consumer (B2C) company. The 
customer profile of a B2C company might include characteristics 
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such as age, gender, occupation, and the neighborhoods where 
consumers live. Consumers are somewhat difficult to profile 
because they are so varied. Most consumers’ priorities also 
change as they get older or when major life events take place 
(such as getting married or having a baby).

 ⦁ Businesses. A company who sells to other companies is some-
times called a business-to-business (B2B) company. In this 
case, the customer profile might include such details as company 
size, type of industry, and geographical location. Over time, 
businesses tend to be more consistent in their buying habits than 
consumers. They also have larger budgets to work with than 
most individuals.

You do not have to choose just one of these customer categories. Your 
market research may indicate that it makes sense to target both types 
of customers. The product or service you provide to both consumers 
and businesses might be the same. However, you will probably need to 
approach each type of customer differently.

Market Segments
A market segment is a grouping of consumers or businesses within a 
particular market that has one or more things in common. By explor-
ing various market segments, you can begin to form a clear picture 
of your target market. A target market often includes more than one 
market segment. Here are some ways you can group customers into 
market segments:

 ⦁ Demographics. Demographics are objective social and eco-
nomic facts about people. Demographics for consumers include 
age, gender, marital status, family size (number of children), 
ethnic background, education, occupation, annual income, and 
whether they own a home or rent. Demographics for businesses 
include industry type, number of employees, and annual sales.

 ⦁ Geographics. Basing market segments on where consumers live 
or where businesses are located is called geographics. Groupings 
could include the nation, geographical region (such as the 
Northeast), individual state or province, county, city, neighbor-
hood—and type of climate.

 ⦁ Psychographics. Psychological characteristics of consumers, 
such as attitudes, opinions, beliefs, interests, personality, lifestyle, 
political affiliation, and personal preferences, are called psycho-
graphics. An example of psychographics for businesses is how 
much they are employee-oriented or customer-oriented.

Buying patterns are often inf luenced by a combination of market-
segment characteristics. For example, you can objectively measure how 
many times a year people buy airplane tickets, but they may be most 
likely to travel around holidays to spend time with family members. 
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The table above provides an example of how market segments are 
combined to produce customer profiles.

What is a target market?

Market Research Methods
The methods and data sources you choose for your market research 
largely depend on what type of information you need.

Types of Research
There are two basic types of market research:

⦁ Secondary Data. Existing information that was previously gath-
ered for a purpose other than the study at hand is  secondary 
data. Examples of secondary data are economic forecasts issued 
by financial organizations and demographic data collected by 
the U.S. government. Secondary data is relatively cheap and easy 
to obtain. However, it may not be specific enough to answer all 
your questions.

⦁ Primary Data. New information that is collected for a par-
ticular purpose is  primary data. It is obtained directly from 
potential customers. Primary data can be very useful because 
it is up-to-date and aimed at your target market. But gather-
ing primary data is more time consuming and expensive than 
obtaining secondary data.

MARKET  SEGMENTS

Segment Factors Consumer Profi le Business Profi le

Demographics Single, professional women

Age: 25–40 yrs.

Annual income: $80,000+

100+ employees

$3.5 million in revenue per year

Variety of tourist service industries

Geographics Work or live in Manhattan’s fi nancial 
district

Orange County, southern California

Psychographics Liberal politics

Fashion- and quality-conscious

Read the New York Times daily

Customer-oriented

Employee-oriented

Focus on quality of service

Buying Patterns Purchase airline tickets 7 to 9 times 
per year

Hire temporary contractors during 
summer months and holiday periods
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Secondary Data Sources
When you first begin your market research and don’t know much 
about your area of interest, it’s a good idea to do some general, 
exploratory research. Examining existing secondary data is useful for 
this purpose. Some resources that provide a wide range of market 
information are:

 ⦁ Government. Departments of the U.S. federal government, 
as well as state governments, collect a great deal of data. The 
Bureau of Economic Analysis (www.bea.gov), the Bureau 
of Labor Statistics (www.bls.gov), and the Census Bureau 
(www.census.gov) are several examples. Another excellent online 
resource is FedStats (www.fedstats.gov). It provides information 
on over a hundred agencies. You can search FedStats by state, by 
subject, and alphabetically.

 ⦁ Trade Groups and Journals. Trade associations often conduct 
market research related to their particular industry. You may find 
some of this information on the Website for a particular association 
or by reading trade journals that associations publish. A good place 
to learn about associations for your industry is in the Encyclopedia 
of Associations (which many libraries have). The American Society 
of Association Executives has a database you can use to search 
for associations by name, industry area, or geographic location 
(www.asaecenter.org/directories/associationsearch.cfm).

 ⦁ Business Magazines and Reports. Examples of companies 
that publish business data or business news include Forbes 
(www.forbes.com), American City Business Journals 
(www.bizjournals.com), Entrepreneur (entrepreneur.com), 
Fast Company (fastcompany.com) and Dun and Bradstreet 
(www.dnb.com/us). BizStats, owned by the Brandow Company, 
is a free online source of business data (www.bizstats.com). 
MarketResearch.com (www.marketresearch.com) is a huge col-
lection of market research that is continually updated. However, 
they do charge a fee that varies in price depending on the spe-
cific report. Another source is the Thomas Global Register®, a 
directory of worldwide industrial suppliers and product informa-
tion (www.thomasglobal.com).

 ⦁ Local Community Resources. Most communities have a 
Chamber of Commerce or other business development agency. 
Examples of information and services provided by these organiza-
tions include demographic reports, business directories, and mar-
ket-related seminars. A simple but effective print resource is your 
local Yellow Pages phone book. It provides a brief overview of 
potential local competitors. Don’t overlook local business schools 
or colleges. They have libraries and career centers that you may 
find helpful.



Market Research  173

Primary Research Techniques
Once you have a sense of who your target market may be, you can 
begin to gather data directly from that potential group of customers. 
Some common ways to obtain such primary data are:

 ⦁ Interviews/Surveys. This technique uses a one-to-one 
approach. You can develop a questionnaire that you can use in 
person, by telephone, by regular mail, or by e-mail. If you are 
mailing out your survey, you can obtain names and contact 
information for specific groups of consumers or businesses from 
trade associations or from a list-rental company. This type 
of company provides lists of names and addresses for targeted 
markets, typically allowing you to use the list for a single mail-
ing. Both trade associations and list-rental companies typically 
charge for their services.

 ⦁ Focus Groups. A focus group is a small number of people 
who are brought together to discuss a particular problem, prod-
uct, or service. (See “Entrepreneurship Issues” on pg. 174.) A focus 
group discussion is typically led by a moderator, who asks 
questions, directs the discussion, and makes sure the meeting 
agenda is covered in the specified amount of time. The results 
of a focus group are usually recorded so the feedback can be 
studied in detail later.

▲  Figure 7-2

Census Bureau Home Page
The Census Bureau is a very good 
source of demographic and 
geographic information.
Analyzing Information. Why 
might information such as income, 
housing, or health insurance be 
important for a B2C company?
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⦁ Observations. You can learn a lot about potential customers’ 
reactions and behaviors without talking with them. Observation 
can sometimes be an advantage, because people may act differ-
ently when they are not being formally asked to participate in 
a study. For example, you can observe which stores attract the 
most customers in a shopping mall. Or you could offer a com-
plimentary product sample such as food or perfume and watch 
how people react to it.

Evaluating Data
As you conduct market research, try to stay alert for potential problems. 
This doesn’t necessarily mean the data you find is wrong. But some of 
it could be presented in a biased way. For example, a source might tend 
to emphasize negative results over positive ones, or vice versa. When 
evaluating data, ask yourself these questions:

 ⦁ Is the source well known and reliable?

 ⦁ How relevant is the data to my industry area and target market?

 ⦁ Is this set of data collected and updated on a regular basis?

 ⦁ Have I confirmed research results with more than one source 
or method?

If you were launching a new product—no matter if 
it costs a million dollars to produce or one dollar—
you’d want to try to guarantee its success, right? 
Entrepreneurs feel the same way. To ensure healthy 
sales for new products, businesses test them—from fast 
food to new cell phones—by using focus groups. These 
are individuals who are brought together to give feed-
back on the products so changes can be made before 
the products are launched. One example of an infl u-
ential type of focus group is the movie test audience.

Test audiences for feature fi lms are a type of focus 
group. Nielsen National Research Group (NRG) is the 
company many Hollywood producers turn to for 
audience testing. Such companies select test audi-
ence participants from movie lines. Once selected, a 
test audience participant gets to watch a new fi lm 

for free, long before it is actually released. Then he or 
she fi lls out a comment card or takes part in a discus-
sion about the movie. Based on the opinions of these 
test audiences, a movie studio might change the fi lm, 
even to the extent of reshooting the ending!

THINKING CRITICALLY
Applying Concepts. In small groups, select a movie 
that everyone has seen. Pretend you are a test audi-
ence and discuss the following: How could the fi lm 
have been improved? Would you suggest a diff erent 
ending? Was any part of the movie confusing?

To read more about focus groups, go to 
“Entrepreneurship Issues” on the Student 
Center at entrepreneurship.pearson.com.

 ENTREPRENEURSHIP ISSUES

Focus Groups
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Think of market research as a process. The data you collect may sup-
port your idea for a business, or it may not. It will most likely make 
you change your thinking in some way. Don’t be discouraged if the 
data suggest that you should change your direction, or even start over 
with another idea. One of the purposes of market research is to help 
you avoid costly mistakes. Everything you learn from market research 
is valuable and will help you in the future.

What is the diff erence between primary and 
secondary data?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 7.1 of the Business Plan Project in your Study Guide, or 
Section 7.1 in BizTech.

 ▲ You can develop your own 
market research survey.
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Reviewing Objectives
1. Name the three main areas on which market 

research focuses.

2. Identify three ways you can group customers 
into market segments.

. List four secondary data sources and three 
primary research techniques.

Critical Thinking
4. Applying Concepts. Suppose you’ve 

recently built a prototype for a new video 
game. Which primary research technique do 
you think would work best to test it in the 
marketplace? Why?

. Classifying. Which of the following cus-
tomer characteristics are considered demo-
graphics? Which are geographics? Which 
are psychographics? Characteristics: Likes 
to sew, three children in the family, married, 
earns $40,000 per year, works in Atlanta, 50+ 
employees, enjoys Chinese food, fi nancially 
conservative, lives in Putnam County, 18 years 
old, customer-service focus, Spanish heritage, 
outgoing personality.

Working Together
Imagine that you are planning to survey students 
at your school about a potential bookstore to be 

located on school grounds. The proposed store 
will be run by students with teachers’ guidance. 
Profits will go to a charitable group chosen by 
the students. Working in a small group, develop 
a questionnaire for the survey with no more than 
20 questions. Make sure the questions focus on 
the most important issues involved in this startup.

ASSESSMENT 7.1

Statistics
Suppose there are 40 homes in your hous-
ing community. You survey each one to help 
determine the feasibility of opening a day-
care center in the neighborhood. Following 
are the results. Each number (separated by a 
comma) represents the number of children 
who live in one of the houses.

1, 0, 0, 3, 0, 0, 0, 3, 0, 0, 0, 2, 0, 0, 3, 0, 0, 2, 3, 0
0,  4, 0,  0, 3, 0, 3, 0, 1, 0, 0, 3, 0, 0, 0 2, 0,  0,  1,  2

Use the survey results to answer the follow-
ing questions: What is the average number 
of children per home in your community? 
What is the average number of children 
per home, in houses that have children? 
Which of these two averages do you think 
is a better statistic to use when deciding 
whether to open a daycare center? Why?

MathMathMathMathMathMathMathMathMath
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7.2

Take a few minutes to think about the following question. 

Is competition in business good?

Write your answer (yes or no) on a piece of paper, along with one reason 
for it. Be prepared to discuss your thinking in class.

Identifying Your Competition
In addition to your target market, another critical area of market 
research involves identifying your competitors. They are the rival 
businesses with whom you are competing for the dollars your tar-
get market spends. The data you collect about your competitors is 
called  competitive intelligence.

Types of Competition
Your competitive intelligence will be of two types:

⦁ Direct competitors. A business in your market that 
sells a product or service similar to yours is your  direct 
competitor. McDonald’s® and Burger King® are examples 
of direct competitors in the fast-food industry, because 
they sell a similar line of products. An ice cream shop 
that also sells hamburgers might also be considered direct 
competition for McDonald’s and Burger King. However, 
the ice cream shop would not be considered a strong com-
petitor, because its main focus is on ice cream products. 
Hamburgers are only a sideline.

What Is Your 
Competitive 
Advantage?

OBJECTIVES

 ⦁ Learn how to identify competitors
 ⦁ Determine your competitive advantage
 ⦁ Identify the steps in researching a market

VOCABULARY

 ⦁ competitive advantage

 ⦁ competitive intelligence

 ⦁ competitive matrix

 ⦁ differentiator

 ⦁ direct competitor

 ⦁ indirect competitor



178  Chapter 7

⦁ Indirect competitors. A business that sells a different prod-
uct or service from yours but fills the same customer need or 
want is your  indirect competitor. For example, Taco Bell® 
is in the fast-food industry, but it is an indirect competitor 

with McDonald’s and Burger 
King. This is because Taco Bell 
sells fast-food products but not 
hamburgers. On a broader level, 
non-fast-food restaurants could 
also be considered indirect com-
petition because the food they sell 
fills the same basic need.

Other Forms of Competition
Keep in mind that your target cus-
tomers may choose options other 
than buying from your business, 
or even your direct and indirect 
competitors. For instance, poten-
tial customers may decide to cook a 
hamburger at home rather than buy-
ing it. Purchasing the ingredients 
of a product at a local grocery store 
may be less expensive than buying a 
prepared version.

In tough economic times, cus-
tomers may choose to provide a 
particular service for themselves 
rather than pay someone else to 
do it. Women who give themselves 
manicures instead of going to a nail 
salon are examples of customers who 
become the competition. Another 
example is someone who changes 
the oil in the family car, rather than 
taking it to a service station.

Indirect competition may include 
businesses outside your industry if they provide a product or service that 
has the same benefit as yours. Competition can also vary depending on 
the time of year or a temporary condition. For example, suppose you 
own a candy store. Around Valentine’s Day, f lorists become indirect 
competition even though they are not in the same industry at all. This 
is because f lowers and candy both fill a particular want: to present a 
gift to your valentine.

How does indirect competition diff er from direct 
competition?

▲  Figure 7-

Identifying Competition
Large department stores off er 
many types of products.
Applying Concepts. What prod-
ucts do large department stores 
sell? What are some businesses 
that compete directly with large 
department stores?
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Determining Your Competitive Advantage
Competitive intelligence enables you to compare your competitors’ 
strengths and weaknesses with your potential business. During this 
process you will be looking for unique ways to provide your product or 
service to your target market. You will be looking for your competitive 
advantage: something that puts your business ahead of the competition.

Gather Competitive Intelligence
Many of the secondary data sources mentioned in Section 7.1 will help 
you gather competitive intelligence. Make sure to consider the various 
places where competitive products or services might be available to your 
target market. Some of your competition may be located nearby in physi-
cal stores, but they may also be on the Internet or in direct-mail catalogs.

One way to gather valuable competitive intelligence is to pose as 
a customer and gain a sense of what it’s like to buy your competitor’s 
product or service (provided you do not cause your competitor to exert 
a significant amount of effort if you don’t intend to buy anything). Go 
at different times of the day and on different days of the week, and note 
which times were busiest and what kinds of customers were there. For 
example, you could visit a competing store posing as a potential customer. 
As you walk through, ask yourself these questions:

 ⦁ What products do they carry? How are the products displayed? 
How much do they cost?

 ⦁ What is their customer service like? Did the staff offer to assist me? 
Were they friendly and helpful?

 ⦁ How many other potential customers are in the store? 
What do some of the customer demographics seem to be (age, 
gender, etc.)? What about customer psychographics, geographics, 
and buying patterns?

 ⦁ Does the competitor offer any special purchasing terms, such 
as credit with no interest? Do they provide any other special 
services, such as free delivery? What is their policy for returning 
purchases?

Analyze the Competition
Just gathering market data is not enough. You must organize that data 
and then analyze it. Don’t be surprised if your list of indirect competitors 
is much longer than your list of direct ones. Instead of listing indirect 
competitors individually, organize them into categories. For example, 
you could divide them by industry type or by the products or services 
they sell. After the indirect competitors are grouped, you can evalu-
ate each category’s level of competitiveness. That is, which groups will 
compete most often and most strongly with your business?

Analyzing direct competitors requires a more detailed and thorough 
approach. A helpful tool for doing this is a competitive matrix. This is 
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a grid that compares characteristics of your business with those of your 
direct competitors. First, pick the chief direct competitors by review-
ing the information you’ve been collecting. Next, plug selected data 
into the matrix. Finally, use the matrix to help pinpoint your potential 
competitive advantages.

A competitive matrix can be formatted in various ways. The follow-
ing table provides a simple example. You can vary the factors you wish 
to compare depending on the business opportunity you are exploring.

Identify Your Diff erentiators
There are several reasons for creating a competitive matrix. It will help 
you spot any holes or missing data in your research. It can also enable 
you to see patterns in the data. Most importantly, it can show where 
your business fits in the marketplace.

Your competitive advantage could consist of one or more differen-
tiators. A  differentiator is a unique characteristic that distinguishes 
your business from others. Ask yourself these four questions to help 
identify potential differentiators for your business:

 ⦁ What product or service can your business provide that your 
competitors don’t?

 ⦁ What mix of products or services can your business provide that 
your competitors don’t?

⦁ What specialized selling or delivery method can give your busi-
ness a competitive edge?

⦁ In what unique ways can your business meet customers’ wants 
or needs?

COMPETITIVE  MATRIX

Factors Your Business Competitor A Competitor B Competitor C

Price

Quality of Product/
Service

Location

Reputation/Brands

Delivery Method

Customer Service

Unique Factors
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Answering these questions can help you differentiate your business, set-
ting it apart from your competitors. When thinking about your business, 
resist the temptation to copy exactly what other successful companies 
have done. An approach that works well for one business may not work 
for another. You can, however, learn helpful lessons and gain inspiration 
from the experiences of other businesses. Here are a few examples of 
successful companies that used differentiators to create a competitive 
advantage that set them apart:

 ⦁ Apple’s Macintosh computer and 3M’s Post-it® 
Notes are examples of ground-breaking prod-
ucts that were initially unique in their respective 
industries.

 ⦁ FedEx OfficeSM (formerly FedEx Kinko’s) has 
become successful because it found a unique 
way to combine office products and busi-
ness services (such as photocopying) with 
shipping.

 ⦁ Amazon.com used an unusual mix of sell-
ing and delivery methods to set itself apart 
from competitors. It was one of the first 
businesses in its industry to use only the 
Internet to sell a huge selection of music, 
books, and movies. This enabled Amazon 
to sell products at lower prices. Customer 
options include overnight delivery and, under certain condi-
tions, free shipping. Customers also have the choice of buying 
new or used products.

 ⦁ When the cable channel Black Entertainment Television (BET) 
was launched, it filled the needs and wants of a target market 
that hadn’t yet been met in the cable television industry.

Anticipate Future Competition
As you conduct market research on your competition, keep this in 
mind: Just because you have an advantage in your target market today 
doesn’t mean it will last. One of your competitors could become aware 
of its weaknesses and find a way to improve. Once you start a busi-
ness, all your current competitors could copy you, eliminating your 
differentiating characteristics. And new competitors could enter the 
market at any time.

As you’ve already learned, market research is an ongoing process. 
You need to continue to watch trends in your industry, and in the 
general economy as well. Stay alert to any customer needs and wants 
that may start to change. Continue to monitor what your current 
competition is doing. In particular, keep an eye out for any new direct 
competitors that begin selling to your target market.

The Post-it® Note 
was a ground-breaking product.
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Expand Your SWOT Analysis
You used a SWOT analysis in Section 6.2 to test the feasibility of a busi-
ness idea. As you obtain new data through market research, you can 
update and expand the scenario. The Expanded SWOT Analysis shows 
a useful way to include competitor data. Basically, the table provides a 
method for translating the detailed data from your competitive matrix 
into strengths, weaknesses, opportunities, and threats. This informa-
tion can help you further evaluate a business idea. The threats to your 
potential business are often opportunities for your competitors, and vice 
versa. The weaknesses of your business are often the strengths of your 
competitors, and vice versa.

What are two tools used to organize and analyze 
competitive data?

Steps in Researching a Market
Here’s a quick review of the six basic steps of market research. This is 
the way an entrepreneur would follow a market and make a preliminary 
“go/no-go” decision about pursuing a prospective business opportunity.

1. Identify Research Objectives
Before you actually start gathering data, list the objectives you want 
your research to accomplish. Determine the information you need. What 
problems are you trying to solve? What questions do you have?

Make a specific checklist of all the information you need to resolve 
the problems and questions you’ve identified. The information will prob-
ably include:

⦁ Industry Data. This could be composed of industry size, 
potential room for the industry to grow, seasonal or economic 

EXPANDED  SWOT  ANALYSIS

Businesses Strengths Weaknesses Opportunities Threats

Your Business

Competitor A

Competitor B

Competitor C



trends in the industry, government policies that impact the 
industry, social and environmental trends that could affect the 
industry, and so on.

 ⦁ Customer Data. This could include data about consumers, busi-
nesses, or both. Demographics, psychographics, geographics, 
customer spending habits or patterns, and factors that motivate 
customers are all types of data in this category.

 ⦁ Competitive Data. This category of information includes data 
about direct and indirect competitors. Don’t forget to consider 
potential future competitors. Details could consist of competitors’ 
locations, annual sales, number of employees, products, services, 
prices, selling and delivery methods, any unique features or ben-
efits provided, and so on.

2. Determine Methods and Sources
Based on your objectives, decide which research methods will best help 
you achieve your goals:

 ⦁ Will you need secondary research, primary research, or a combi-
nation of both?

 ⦁ If you are using secondary sources, which will you use (gov-
ernment, trade groups, business reports, or local community 
resources)?

 ⦁ If you are using primary sources, which research techniques will 
work best (interviews, surveys, focus groups, or observation)?

If you are using primary research, you will need to design any question-
naires you may need for an interview or survey. If you are using a focus 
group, you will need to prepare questions for the person moderating it. 

▼  Figure 7-4

Focus Groups
Focus groups can help you 
discover what customers think 
about your competitors and your 
business ideas.
Drawing Conclusions. What 
advantage might a focus group 
have over a mailed survey?

Market Research  183
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Potential questions might include: What does the customer need or want 
to buy? Who makes this type of purchase? How often? In what quantity is 
it purchased? Where? Why is it purchased? Is the customer satisfied with 
the competitor’s product or service? If not, what would make it better? 
What would the customer like that is currently not being provided?

3. Gather the Data
As you collect the data, you may discover additional things you need to 
find out. Market research is usually a process of discovery. You typically 
will have to make adjustments to your course of action depending on 
what you learn.

Make sure the secondary data you collect is relevant to your industry 
and target market. Also, don’t forget to confirm research results with 
more than one secondary source, if possible. Use an adequate number 
of customers when doing primary research. Make sure they are in your 
target market.

4. Organize the Data
As you gather information, begin to organize it:

⦁ Group indirect competitors into categories by industry, product, 
or service.

⦁ Select the three or four direct competitors who appear to be your 
strongest competition. Then create a competitive matrix that 

Think about any team you have ever been on. Did 
the team members work together to reach 
both personal and team goals? Effective 
and efficient teamwork always rises 
beyond individual accomplishments. 
It may be a personal triumph to hit 
a home run, for example, but it 
is also important that the team 
has scored a run.

Employers today often look 
for workers who enjoy being part 
of an efficient team and know what it 
means to be a team player. A team player 
cares deeply about his or her job but will do another 
task when needed. This may mean pitching in when 
another worker needs help or doing a job a more-
skilled or less-skilled employee ordinarily does. A team 
player realizes that this work is important to the team 

as a whole and enjoys the occasional chal-
lenge of additional duties.

A team is only as strong as its weakest 
member. Think about yourself. When 

you are on a team or in a group of 
any sort, do you give just enough 

or do you pitch in and get 
the job done?

THINKING CRITICALLY
Relating Concepts. Describe 

examples of being a team player that 
you have witnessed. How could someone 

work on becoming a better team player?

To read more about teamwork, go to “Your 
Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Teamwork
Think about any team you have ever been on. Did 
the team members work together to reach 
both personal and team goals? Effective 
and efficient teamwork always rises 
beyond individual accomplishments. 
It may be a personal triumph to hit 

for workers who enjoy being part 
of an efficient team and know what it 
means to be a team player. A team player 

as a whole and enjoys the occasional chal-
lenge of additional duties.

A team is only as strong as its weakest 
member. Think about yourself. When 

you are on a team or in a group of 
any sort, do you give just enough 

THINKING CRITICALLY
Relating Concepts.

examples of being a team player that 
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includes all the specific characteristics you wish to compare. You 
may also want to make a separate grid just to compare details of 
products or services that may compete with yours.

⦁ Look for areas where important data may be missing. Go back 
and collect more information if necessary.

5. Analyze the Data
Analyze your data by:

⦁ Comparing competitor’s characteristics.

⦁ Identifying potential differentiators. What could you potentially 
do or create to set your business apart from your competition?

⦁ Creating an expanded SWOT analysis that compares the 
strengths and weaknesses of your business to those of your 
competitors.

6. Draw Conclusions
Using the information in Step 5, decide whether to proceed with your 
business idea or to stop. When making your decision, be as objective as 
you can. That is, try not to be overly positive or negative. The following 
focus areas may help you draw realistic conclusions:

⦁ Target Market. Is there a definite market for your proposed 
product or service? Is there room for your company?

 ⦁ Market Size and Demand. How large is the target market? 
How satisfied is the target market with the current competition? 
How often does the target market buy a product or service like 
yours? What do the answers to these three questions suggest 
about the current level of demand?

 ⦁ Carrying Capacity. Based on the number and strength of 
your competitors, can the target market support your proposed 
business?

 ⦁ Expanded SWOT Analysis. Do your strengths outweigh your 
weaknesses? Is your business potentially stronger, weaker, or 
about the same as those of your competitors? Are there any seri-
ous threats in the business environment that increase the risk of 
your business failing? What can you do to minimize threats and 
take advantage of opportunities?

Based on market research, you decide whether to proceed with your 
business idea, alter it, or stop completely.

What six steps are involved in researching a market and 
making a preliminary go/no-go decision about pursuing a 
prospective business opportunity?

 ▲ Stop or  go?



186  Chapter 7

Your Business Plan. Continue developing your standard business plan. 
Go to Section 7.2 of the Business Plan Project in your Study Guide, or 
Section 7.2 in BizTech.

Reviewing Objectives
1. Describe the two types of competitors.

2. What is a competitive advantage?

. In order, list the six basic steps used in 
market research.

Critical Thinking
4. Recognizing Patterns. On the expanded 

SWOT analysis, why would your weaknesses 
often be a competitor’s strengths and 
vice versa?

Working Together
With a partner, put together a list of ideas for 
competitive advantages that would enable a 
small clothing store to compete more effectively 
with a large department store.

ASSESSMENT 7.2

Market Research History
Research the life of Arthur C. Nielsen, Sr., one 
of the founders of modern market research. 
Write a short report that summarizes his 
accomplishments. How did the methods 
developed by Nielsen revolutionize the mar-
ket research industry?

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies
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ENTREPRENEUR PROFILE

It’s All in the Details
When Marcus Craft was 15 years old, he wasn’t legally 
old enough to drive a car. But, as he puts it, “I could 
certainly clean them.” That’s what detailing is. It 
involves everything from vacuuming the vehicle to 
buffi  ng and compounding to make the car look as 
good as possible.

Marcus had always loved cars and anything that 
involved them. His father passed on his own love of 
cars to Marcus, as well as teaching him how to clean 
and preserve a vehicle to keep it in pristine condition. 
It was the perfect pick for a business for Marcus, and 
Mac’s Auto Detail was born. “I absolutely love clean-
ing cars,” said Marcus. “It really helps to have passion 
in your chosen fi eld. It keeps you motivated toward 
always improving your performance and makes the 
work fun.”

Competing for Business
Getting customers wasn’t easy at the beginning. 
“I spent a lot of time making and printing business 
cards, fl yers, and brochures to give to every person 
I saw or met,” said Marcus. It’s a time-proven way to 
increase business—and it worked for Marcus. 

He also needed to fi nd a way to make his business 
unique, to give it a competitive advantage. He relied on 
pricing (which he kept as low as possible) and his posi-
tive attitude. He would do whatever it took to make a 
sale, and he would go the extra mile to make the cli-
ent satisfi ed:  “Excellent customer service doesn’t just 
mean providing a good product or service. It needs to 
be refl ected in everything you do.”

Planning His Time
Marcus started his business as he completed his 
sophomore year at William Boone High School, in 
Orlando, Florida. He was able to work full-time dur-
ing the summers. However, during the school year, he 
was extremely busy with various activities. He was a 
member of a school music ensemble, played on the 
tennis team, and was an active member of his church. 
But he still had a business to run and phone calls to 
return from prospective customers and current clients.

When he got his homework done, he would return 
the calls and schedule times for detailing. “I would 
also leave time in my schedule to clean cars for my 
neighbors,” said Marcus, “because they would see me 
working and want theirs done too. I always made 
sure to leave a slot for them.” For Marcus, having a 
workable plan and sticking to it was important for 
long-term success. But the bottom line in business, 
Marcus believes, is dealing with people. If customers 
see the value of your product or service, you will be 
successful.

Thinking Like an Entrepreneur
1. What is a competitive advantage?
2. What did Marcus use as a competitive 

advantage?
3. How would you show customers that your 

services or goods have value?
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Review and Assessment
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CHAPTER SUMMARY

7.1 What Is Market Research?
Market research is an organized way to gather and analyze information needed 
to make business decisions. It helps you avoid costly mistakes as well as obtain 
financial support for a new business. Market research tends to focus on three 
areas: the business environment, potential customers, and the competition. 
Identifying a target market, rather than selling to a mass market, is usually 
the best approach for small businesses. Exploring market segments such as 
demographics, geographics, and psychographics can help you create a cus-
tomer profile. This profile will provide a detailed description of your target 
market’s characteristics. Secondary data sources—existing information that 
was gathered previously—can be valuable and relatively easy to find. Primary 
data is new information that is collected for a particular purpose. It is obtained 
directly from consumers.

7.2 What Is Your Competitive Advantage?
The data you collect about your competitors is called competitive intelligence. 
There are two types of competitors, direct and indirect. Direct competitors are 
businesses in the same market that sell a similar product or service. Indirect 
competitors sell a different product or service but one that fills the same cus-
tomer needs or wants. After you gather data, you can use a competitive matrix 
and an expanded SWOT analysis to organize and analyze the information. 
The goal is to find one or more differentiators that can set your business apart 
from others. Any unique way that your business can meet customers’ needs 
or wants is a potential differentiator. In review, the general steps taken during 
market research are (1) identify research objectives, (2) determine methods 
and sources, (3) gather data, (4) organize data, (5) evaluate data, and (6) draw 
conclusions.

REVIEW VOCABULARY
Write an article for your school newspaper that summarizes the nature of market research and how to determine a 
competitive advantage. Use at least half of the following terms in your article:

 ⦁ business environment (p. 167)

 ⦁ business-to-business (B2B) 
company (p. 170)

 ⦁ business-to-consumer (B2C) 
company (p. 169)

 ⦁ carrying capacity (p. 169)

 ⦁ competitive advantage (p. 179)

 ⦁ competitive intelligence (p. 177)

 ⦁ competitive matrix (p. 179)

 ⦁ customer profile (p. 169)

 ⦁ demographics (p. 170)

 ⦁ differentiator (p. 180)

 ⦁ direct competitor (p. 177)

 ⦁ focus group (p. 173)

 ⦁ geographics (p. 170)

 ⦁ indirect competitor (p. 178)

 ⦁ list-rental company (p. 173)

 ⦁ market (p. 167)

 ⦁ market research (p. 167)

 ⦁ market segment (p. 170)

 ⦁ mass market (p. 169)

 ⦁ primary data (p. 171)

 ⦁ psychographics (p. 170)

 ⦁ secondary data (p. 171)

 ⦁ target market (p. 169)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Carrying capacity refers to
a. the number of diff erentiators a business 

can have
b. how current your secondary data is
c. the maximum number of companies an 

industry can support based on its potential 
customer base

d. all of the above

2. Companies that sell to other companies are called
a. C2C
b. B2C
c. B2B
d. none of the above

3. Market research
a. does not include global factors
b. is used to help sales eff orts
c. is only needed when planning a new 

business venture
d. all of the above

4. Before gathering data, the fi rst thing you should 
do is

a. determine research methods
b. identify research objectives
c. fi nd research sources
d. identify your target market

5. Which of the following is not a source for obtain-
ing secondary data?

a. interviews about your product
b. government statistics
c. annual business reports from other 

companies
d. chamber of commerce

6. Psychographics refers to such things as
a. objective social and economic facts about 

customers
b. where customers live or where businesses 

are located
c. attitudes, opinions, beliefs, interests, 

personalities, lifestyles
d. none of the above

7. A competitive matrix is used to compare your 
business with

a. direct competitors
b. indirect competitors
c. target markets
d. a and b

8. Which of the following is not an example of 
data that would be included in a B2C customer 
profi le?

a. geographic location of customer
b. number of employees
c. age of customer
d. education level of customer

9. Social, economic, and political factors that could 
impact your business are called

a. industry dynamics
b. carrying capacity
c. mass market
d. business environment

10. Competitors can
a. sell diff erent products from yours
b. sell through direct-mail catalogs
c. both a and b
d. neither a nor b

11. All primary research
a. involves talking directly to people
b. requires a questionnaire
c. involves a focus group
d. is collected for a specifi c purpose

12. Which of the following is least important when 
collecting and evaluating data?

a. fi nding data that supports your idea
b. confi rming research results with more than 

one source or method
c. making sure data is relevant to the target 

market
d. staying alert to biased sources
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13. Pick three competitive food products (for example, 
breakfast cereal or barbeque sauce) for a focus 
group. Prepare questions for the group and then 
conduct the focus group, having members see, 
taste, touch, and smell the products. Create a 
presentation that describes the results.

14. Choose a business opportunity and do market 
research for it. Then create a poster of how you 
“see” the marketplace. For example, use shapes 
(such as circles or boxes) to represent potential 
customers, competitors, investors, or industry 
factors. Use lines and arrows to show relationships 
between shapes. Be creative.

15. Working in groups of three, imagine that you own 
your favorite local restaurant. Create a competitive 
matrix for this restaurant compared to three local 
direct competitors.

16. You live in a town with four bookstores and a pop-
ulation of 10,000 people. A recent survey showed 
that 50% of the population shops at bookstores. 
Assume that all factors (such as products, customer 
service, convenience of location, number of hours 
open) are the same for all four of the stores. What is 
the number of potential customers for each?

17. You are opening a dry-cleaning business in a 
town of 20,000 adults. There are two dry cleaners 
in town. The ABC bank is your source of funding. 
ABC considers the town’s carrying capacity to be 
a minimum of 7,500 potential adult customers per 
dry cleaner. If every adult in town is a potential 
customer, what would the average number of 
potential customers be per dry-cleaning business if 
you started your business? Is this fi gure within the 
bank’s requirement?

18. Market research professionals operate by a code of 
ethics. Use the Internet to fi nd several sets of rules. 
Print out at least two of these. Working in groups 
of three, analyze the rules you printed. What do 
they have in common? In what ways do they dif-
fer? Write a code of ethics to use when conducting 
research of your own. Exchange your set of rules 
with another group’s. Analyze their rules compared 
to yours. As a way of determining how good their 
rules are, try to imagine scenarios that would pres-
ent problems for them. After your analysis, return 
the rules to the group that wrote them, along with 
your suggestions for making them better. Each 
group should then revise its own set of rules based 
on the other group’s suggestions.

19. Contact a local market research fi rm in your area. 
Ask if you may have a few samples of old survey 
questionnaires. Or ask if you may observe a survey 
or focus group in progress. Later, make a list of 
ways you might adapt what you saw to research 
projects of your own.

20. Interview an offi  cer at your local bank who lends 
money to new businesses. Ask what type and 
amount of market research the bank likes to see 
before considering a loan. Also, what advice would 
he or she give to someone who wants to attract 
fi nancial investors?
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ENTREPRENEURS & TECHNOLOGY

Web Domains
The primary part of a Website’s address is its Web 
domain. (So, for www.website.com, the domain would 
be “website.”) The Web domain, often referred to as 
the domain name, may be the name of the site itself, 
as is the case with Google (which has a Web address 
of www.google.com). A site has a main domain, also 
referred to as a homepage, and then a series of sub-
domains, such as individual product pages. Choosing 
a good Web domain is important. The domain name 
can mean the difference between success and failure. 
A domain name that is hard to remember may not 
become popular. Because many Web addresses have 
already been taken, Web businesses use creative spell-
ing or invent new words—such as MySpace, YouTube, 
or Facebook.

Domain Registration
To get a domain name, a Website owner must contact 
a domain registrar, such as GoDaddy.com, that man-
ages domain names. Such sites provide a search engine 
where you can type in a name and see if it has been 
taken. For instance, you could type in the name “Joe 
Smith” and see if www.joesmith.com is available. Web 
addresses that have been bought but remain unused 
are called parked domains. The owner of the parked 
domain may be waiting to sell the name to the highest 
bidder. Purchasing a potentially popular Web name can 
cost thousands of dollars, which is why many business-
people choose creative spelling over buying a parked 
domain.

Domain Suffi  xes
A domain suffix (such as .com) is the Website’s top-
level domain (TLD), meaning that these are the larg-
est groupings of domains. International Websites have 
domain suffixes based on the country of origin, such as 
.co.uk for the United Kingdom or .fr for France.

IP Addresses
In addition to a Web domain, each Website is given 
an individual Internet protocol (IP) address. This is 
a unique string of numbers that identify the domain. 
For instance, the IP address for MySpace.com is 

216.178.38.121. Typical users don’t need to know the IP 
address, however. Think of it as the difference between 
a person’s name and his or her Social Security number. 
When a computer accesses a Website, it is actually a 
conversation between two IP addresses. IP addresses 
are regulated by the Internet Corporation for Assigned 
Names and Numbers ( ICANN ). Without them, our com-
puters wouldn’t be talking at all!

 ⦁ domain name
 ⦁ domain registrar
 ⦁ domain suffix
 ⦁ homepage
 ⦁ Internet Protocol 

(IP) address

 ⦁ main domain
 ⦁ parked domain
 ⦁ subdomain
 ⦁ top-level domain 

(TLD)
 ⦁ Web domain

Check Yourself
1. What does a domain registrar do?

2. Why might Web-owning businesspeople 
choose creative spellings for Web domains?

3. What does .com indicate?

4. What is an IP address?

What Do You Think?
Communicating. Why do you think domain names 
such as MySpace, Facebook, or YouTube are so 
effective?

Tech Vocabulary

Common Domain Suffixes
Domain Suffi  x Type of Website

.com Commercial Website

.net
Network—for com-
mercial and noncom-
mercial Websites

.gov Government Website

.org
Organization—often 
the Website of a non-
profi t organization

.biz Business—similar to 
.com
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U
N

IT Opportunity Recognition & Market Analysis3
STARTING A 
NEW BUSINESS
Eva graduated from Columbus State 

Community College with an associate’s 

degree in Business Management. 

She then worked full-time so she 

could pay back her college loans. 

But she kept on the lookout for an 

opportunity to start her own full-time 

business. Join Eva as she adds to her 

work experience and considers a new 

business opportunity.

Something’s Cooking!
After graduating, Eva decided to work 
full-time. Her mother told her about an 
opening at Ohio State University. “It’s 
an administrative assistant job with the 
Campus Dining Services,” she said. “They 
manage ten restaurants and a catering 
service on campus. With your business 
degree and experience in event planning, 
it could be a good match.”

Eva got the job. She worked for the 
Director of the Campus Dining Services. 
Eva’s job allowed her to apply her business 
skills, while learning how various types of 
food service are managed.

Although she enjoyed her work, Eva 
missed running her own business. She 
realized that, of all the event-planning 
tasks, she had most of all enjoyed cooking.

One day Eva was talking with a friend 
who said, “After working all day, I wish 

I had someone to cook dinner for me!” 
“Wow,” Eva thought, “what a great idea! 
People who work all day might appreci-
ate having someone prepare their meals. 
That’s an idea for a business. I could be-
come a personal chef for working people.” 
It seemed like a great way for Eva to com-
bine her passion for cooking and her desire 
to start a full-time business.

Eva knew that some of her cooking 
skills were weak. She needed improvement 
in knife technique, cost-cutting, and ef� -
ciency. Eva also � gured that people might 
be reluctant to hire a personal chef who 
had no formal culinary training. She de-
cided to do some market research to help 
her decide if her idea was a viable business 
opportunity.
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What Would You Have Done?

Making It Personal
Here’s what Eva discovered through her market 
research:
• Description of Service. Eva would be respon-

sible for planning, buying, and preparing � ve 
dinners for a household. Food is often pre-
pared at customers’ homes. The chef packages 
dinners family-style with heating instructions 
and stores them in the customer’s refrigerator 
or freezer. Kitchen clean-up is the personal 
chef’s responsibility.

• Start-Up Expenditures. A low � nancial in-
vestment is needed to start a personal chef 
business. Eva would have to purchase her own 
set of professional knives, and possibly some 
cooking utensils.

• Training and Certi� cation. Both homestudy 
and on-site training courses were available 
through associations such as the American 
Personal and Private Chef Association (AP-
PCA) and the U.S. Personal Chef Associa-
tion (USPCA). A personal chef could become 
certi� ed after meeting educational and work-
experience guidelines. Eva � gured that certi-
� cation would help potential customers have 
more con� dence in her.

• Competition. In the greater Columbus area, 
there were currently 15 personal chefs.

• Market. Columbus had a growing market seg-
ment of professionals. Eva thought households 
of professionals making a combined income of 
over $50,000 would be her most likely market. 
In the greater Columbus area this market was 

growing steadily. Like her friend, these profes-
sionals were often too busy to cook dinner.

• Growth Potential. Personal chef businesses 
made up one of the fastest growing segments 
in the food-service industry. According to the 
APPCA, about 9,000 personal chefs were cur-
rently serving about 72,000 clients nation-
wide. Those numbers were expected to double 
over the next � ve years.

Eva made a list of established competitors and 
visited their Websites. She also telephoned them 
to � nd out more about their services.

Eva created a customer survey, which she con-
ducted at a local mall. She discovered that people 
didn’t use personal chefs because they weren’t 
aware they existed. They also assumed that the 
cost of a professional chef would be out of their 
price range.

Based on her love of cooking and market re-
search, Eva decided to switch from being a part-
time event-planner to a full-time personal chef. 
She created a new name for her company, Eva’s 
Edibles. On a vacation from her job at the Campus 
Dining Services, Eva took a � ve-day personal-chef 
training course to prepare for certi� cation tests.

When Eva returned from vacation, she pre-
pared a business plan on evenings and weekends. 
When she was satis� ed with it, she did something 
everyone had advised her not to do: she quit her 
day job (but with appropriate notice).

She was going to be a personal chef. She was 
about to start Eva’s Edibles!

1. Applying Concepts. After Eva’s graduation from community college, she took a full-time job to pay for her 
college loans. What did Eva give up by beginning to work full-time? Would you have made the same choice?

2. Analyzing Information. Based on Eva’s background, her personal skills, and her market research results, 
draw up a SWOT chart for Eva’s Edibles. Do you think her business idea is a good opportunity?

Eva Tan’s business plan for Eva’s Edibles begins on the next page.
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4.3 Outside Experts
Eva’s Edibles will use outside services for legal and accounting/tax needs. In addition, Eva will seek 
the mentorship of colleagues who are also members of USPCA.

4.4 Training and Motivating Employees
Eva Tan plans to take a USPCA course on growing a personal chef business after the company’s 
first year of operation. The first year will be very strenuous. The company plans to devote at least 
one day of every weekend to cooking for clients.

In case of illness, the company has entered into a reciprocal agreement with James Martin, a per-
sonal chef in Columbus, who will prepare dinners for Eva’s Edibles clients on short notice.

5. LEGAL STRUCTURES

5.1 Intellectual Property
The company has started the process of trademarking “Eva’s Edibles” as a brand name. Eva will 
also copyright her brochures and all printed materials.

5.2 Contracts
Eva’s Edibles will have a written contract with each of its clients that will specify the dates on which 
the service will be performed, the menus chosen by the client, and any dietary requirements. The 
contract will also set out provisions for the cancellation of services by either party.

5.3 Insurance
USPCA liability insurance costs $600 annually for members. It is a standard general-liability policy 
with clauses that cover food products, personal injury, advertising injury, and property damage. 
The company will also pay for automobile insurance for Eva Tan.

5.4 Taxes
Eva’s Edibles will pay self-employment tax and collect sales tax. Workers’ Compensation will be 
made available should three or more full-time employees be hired.

5.5 Government Regulations
Currently, there are no government regulations concerning a personal chef cooking in a client’s 
home. In the future, if the company leases a commercial kitchen, Eva Tan will investigate all 
appropriate license and inspection protocols.

See Section 15.1, pages 405–415. 

See Section 15.2, pages 416–426.

See Section 16.1, pages 433–442.

See Section 16.1, pages 433–442.

See Section 16.2, pages 443–452.

See Section 17.1, pages 459–470.

See Section 17.2, pages 471–480.
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3.6 Financial Ratios
Return on Sales (ROS): Eva’s Edibles projects a return on sales of approximately 12.5% (Net Profit 
÷ Total Sales) x 100 = Return on Sales. Thus, ($10,242 ÷ $81,900) x 100 = 12.51% Return on Sales.

Return on Investment (ROI): Eva’s beginning equity of $5,000 in the business (shown as Shareholder’s 
Equity on the balance sheet) represents her initial investment in the company. Eva’s Edibles projects 
a first year net profit of $10,242. So Eva’s Edibles projects a return on investment of approximately 
204.8%. (Net Profit ÷ Initial Investment) x 100 = Return on Investment. Thus, ($10,242 ÷ $5,000) 
x 100 = 204.84% Return on Investment.

3.7 Break-Even Point
Eva’s unit of sale is a 5-dinner plan (one day of cooking), for which the company charges $325. 
Eva’s cost for labor and materials for a day of cooking is $250. Her other variable costs are $4 per 
unit, so her total variable costs per unit are $254. The resulting contribution margin per unit is 
$71 ($325 – $254 = $71).

Eva’s Total Variable Expenses are $19,908 (COSS of $18,900 + Other Variable Costs of $1,008). 
(The other variable cost was gas at $4 per day for 252 days.) Fixed Operating Expenses, which 
don’t include the variable expense for gas, are $5,842 ($6,850 - $1,008 = $5,842). This means 
that Eva’s Edible will break even after approximately 82 days of cooking ($5,842 ÷ $71 = 82.28 
days to break even).

3.8 Financing Strategy
Start-Up Investment: Eva Tan will invest $5,000 of her own money in the company. This is her 
beginning equity in the company.

Reserve for Fixed Expenses: The company will establish a reserve for fixed expenses of $2,012. This 
is enough to cover the company’s operating expenses for three months (Total Operating Expenses 
÷ 12) x 3. Thus, ($8,050 ÷ 12) x 3 = $2,012.

Start-Up Expenditures & Emergency Fund: The company will use the remaining portion of the 
start-up investment, $2,988, to cover start-up expenditures, which are expected to be approximately 
$2,000, and to establish an emergency fund of $1,000.

3.9 Recordkeeping & Accounting Systems
Eva’s Edibles will use the latest version of QuickBooks accounting software. Offsite backups of the 
business accounts and records will automatically be made every day.

4. ORGANIZATIONAL STRUCTURES

4.1 Organizational Structure
Eva’s Edibles will be operated solely by Eva Tan, who will perform all shopping, cooking, and sales 
functions in the business. Her title will be President.

4.2 Staffing
Eva Tan will be the only person employed full-time by Eva’s Edibles during the first year. If sales 
increase as projected, it may become necessary to hire part-time assistance in the second year. As 
the business grows, Eva’s Edibles anticipates offering internships to local culinary college students.

See Section 12.1, pages 321–332.

See Section 12.2, pages 333–336.

See Section 13.1 & 13.2, pages 347–364.

See Section 14.1 & 14.2, pages 371–398.

See Section 15.1, pages 405–415. 

See Section 15.1, pages 405–415. 



194  Business Plan

BUSINESS PLAN
EVA’S EDIBLES

A Personal Chef Service

EXECUTIVE SUMMARY

Mission Statement
Eva’s Edibles, a personal chef service, will provide busy professionals with healthy and delicious 
dinners that are based on their preferences and prepared in their own kitchens.

Business Name & Location
Eva’s Edibles, LLC, will be located in Columbus, Ohio.

Date Business Will Begin
Eva’s Edibles will begin operation on April 1, 20--.

Owner’s Name, Function, & Contact Information
Eva Tan, the president of the company, will solely own and operate the company.

Contact Information: Eva Tan, 303 Olentangy River Rd., Columbus, OH 43202. (614) 555-6208.

Opportunity
Columbus has a growing population of professionals who have busy lifestyles, but want healthy, 
yet affordable, dinner options.

Services
Eva’s Edibles will prepare healthy homemade dinners for busy professionals. Each dinner will be 
based on the client’s personal preferences. Dinners will be cooked in the client’s kitchen, with all 
clean-up performed by Eva. The dinners will be stored in the client’s refrigerator or freezer. Clients 
can reheat the dinners at their convenience. It is estimated that this service will save a client nine 
to ten hours per week by reducing shopping, evening-meal preparation, and clean-up.

Economics of One Unit (EOU)
One Unit of Sale = a 5-Dinner Plan

Selling Price per Unit = $325

Contribution Margin per Unit = $71

Future Plans
Within the first month, the company anticipates locating enough clients for Eva to cook in one 
client’s kitchen each day on five successive weekdays. By the end of the first year, Eva’s Edibles 
expects to be cooking in clients’ kitchens 22 days in every month. Within three years the company 
expects to change its primary location for food preparation from clients’ homes to a full-size com-
mercial kitchen.

One- or two-page summary of the highlights 
of the business plan. Completed after the 
Business Plan is put together. Described in 
Section 6.1, pages 139–146.
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BUSINESS PLAN
EVA’S EDIBLES

A Personal Chef Service

1. BUSINESS IDEA

1.1 Qualifications
Eva Tan has an associate’s degree in Business Management from Columbus State Community College. 
As Assistant to the Director of the Campus Dining Services at Ohio State University, Eva acquired 
experience in the management of various types of food-service operations, including catering. She 
also ran her own event-planning business, Eva’s Entertainment Services, for four years. Eva has 
completed an intensive training course offered by the U.S. Personal Chef Association (USPCA) and 
has received the federally recognized trademarked designation of Certified Personal Chef (CPC).

Eva has many personal characteristics and skills that are particularly valuable in the personal 
chef business, including a passion for cooking, attention to detail, organizational skills, flexibility, 
creativity, sociability, ability to multitask, high physical energy, and endurance.

1.2 Factors Influencing Demand
Three factors influence the demand for personal chef services: busy lifestyles, an increase in health 
consciousness, and a desire for nutritious dinners. Eva’s Edibles will appeal to individuals who are 
too busy to shop or prepare dinners but yet want healthy, nutritious food.

1.3 Type of Business
Eva’s Edibles will be a service business preparing healthy dinners that clients can easily reheat.

1.4 Type of Business Ownership
Eva’s Edibles will be a Limited Liability Company (LLC), wholly owned and operated by Eva Tan. 
The LLC status will protect Eva Tan’s personal assets and allows the company to enjoy some tax 
benefits.

1.5 Social Responsibility
Eva’s Edibles will use natural, organic, and locally grown ingredients whenever possible. The 
company’s code of ethics directs that the business be as “green” as possible. It will choose vendors 
who are environmentally and socially responsible.

Eva’s Edibles will also provide internships for interested culinary students in the community. In 
the future, Eva Tan hopes to volunteer at local elementary schools to speak with students about 
healthy eating and lifestyle choices. After three years, Eva’s Edibles plans to contribute 1% of yearly 
net profit to a local food bank.

For more information about Business Plans, 
see the chart on pages 144 and 145.

See Section 1.2, pages 13–20.

See Section 2.1, pages 27–38.

See Section 3.1, pages 51–55.

See Section 3.2, pages 56–64.

See Section 5.2, pages 115–126.
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2. OPPORTUNITY & MARKET ANALYSIS

2.1 Business Opportunity
The personal chef business is a viable opportunity for the Columbus area. Columbus has a large 
population of professionals, primarily from the business and medical spheres, that is growing 
steadily. Of the 301,800 Columbus households having two or more people, 36.7% (110,760) have 
incomes of $50,000 or more. 

Annual Combined Household Income

$50,000 
or More
36.7%

Under
$50,000

Total: 301,800 Columbus households 
having two or more people.

People in this market have busy lifestyles and want healthy dinners. The target households go out 
to dinner or order in at least four days each week. Based on research conducted by Eva’s Edibles, 
this market represents approximately 25% (27,690) of the households having combined household 
income of over $50,000. Eva’s Edibles will provide people an opportunity to stay healthy without 
compromising a busy and productive lifestyle.

See Section 6.2, pages 147–160.
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Four or More Days per Week

Three Days per Week

Two Days per Week

One Day per Week

Don’t Eat Out/Order In

30%

30%

25%

3%
12%

Households Eating Dinner Out 
or Ordering In

Total: 110,760 Columbus households of two or more people 
with a combined income of $50,000 or more.

2.2 Market Research
The personal chef business is one of the fastest-growing segments in the food-service industry. 
According to the American Personal and Private Chef Association (APPCA), about 9,000 personal 
chefs are currently serving some 72,000 clients nationwide. Those numbers are expected to double 
over the next five years.

2.3 Competitors
Direct Competition: There are currently 15 personal chefs, or businesses performing some type of 
personal chef service, in the greater Columbus area. Of these, only seven advertise that they are 
members of one of the professional personal chef associations. Based on Website research, only one 
direct competitor is federally recognized as a Certified Personal Chef. Only two indicated specifi-
cally that they were focused on preparing healthy meals. On average, similar personal chefs in the 
Columbus area charge between $300 and $500 for their chef services. Groceries are an additional 
cost. Eva’s Edibles will charge $325, including groceries, making its pricing very competitive.

Indirect Competition: Columbus area restaurants, including fast food and takeout establishments, 
will indirectly compete with Eva’s Edibles. The upscale restaurants are generally expensive and not 
an everyday option. The majority of lower-priced family-style and fast food restaurants offer meals 
much lower in quality and nutrition than the dinners that Eva’s Edibles will provide.

See Section 7.1, pages 167–176.

See Section 7.2, pages 177–186.
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2.4 Competitive Advantage
Eva’s Edibles has three major competitive advantages:

(1) It will focus on customer service by allowing clients to choose their menus.

(2) It will focus on preparing healthy versions of client favorites and will, a� er consultation 
with clients, tailor dinners to meet their special dietary needs.

(3) Eva Tan is one of the few personal chefs in Columbus to have the federally recognized 
designation of Certi� ed Personal Chef. Eva Tan is an active member of the United States 
Personal Chef Association.

2.5 Marketing Plan
Eva’s Edibles plans to market to Columbus households of two or more people with a combined 
household income of $50,000 or more, who eat out or order in at least four times a week. Based on 
research conducted by Eva’s Edibles, it is estimated that this market segment amounts to 27,690 
households. The research also indicates that these professionals live hectic lives and feel they don’t 
have time for shopping and cooking.

The marketing plan will highlight the following customer benefits:

(1) Less time spent planning and shopping for dinners

(2) Less time spent in the kitchen cooking and cleaning up

(3) � e convenience of eating dinner whenever the client wishes

(4) Delicious and healthy dinners tailored to the client’s personal choices

(5) Less money spent eating out

(6) More time to spend with friends

(7) Dinner choices that can be tailored for diabetics, vegetarians, and those who need low-
cholesterol or low-sodium meals

2.6 Pricing Strategy
Description of Service: Eva’s Edibles will be based on a 5-Dinner Plan, cooking five dinners for one 
household in one day. Households may range from 2 people to 5 people.

A dinner consists of:

• A main course

• A starch

• A vegetable

• A dessert

Clients can select dinners from a list of healthy home-style meals offered by Eva’s Edibles or come 
up with others in consultation with Eva. The dinners will be stored family-style in the client’s 
refrigerator or freezer in appropriate containers, with reheating instructions.

See Section 7.2, pages 177–186.

See Section 8.1, pages 211–222.

See Section 8.1, pages 211–222.
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Pricing Strategy: Eva’s Edibles will base prices on both demand and competition. As a member of 
USPCA, Eva has access to competitive prices and services. On average, similar personal chefs in 
the Columbus area charge between $300 and $500 for cooking dinners. Groceries are generally an 
additional cost. Eva’s Edibles will charge $325, including groceries, making her service and prices 
very competitive. She is starting at a low price so she can create a reputation for Eva’s Edibles and 
gain market share.

2.7 Promotion
Eva’s Edibles will engage in five types of promotional activities:

(1) Establishing a Website

(2) Maintaining a referral listing on the USPCA Website

(3) Hosting in-store promotions

(4) Promotions at local events

(5) Developing strategies for retaining current clients

Company Website: Eva’s Edibles will construct its own Website, which will provide full information 
about services and display a selection of dinner menus. The Website will offer monthly catering 
promotions and offer a sign-up list for prospective clients. Sample dinners will be showcased. The 
Website will promote Eva Tan as one of the few personal chefs in the Columbus area who has the 
federally recognized designation of Certified Personal Chef. It will indicate that Eva Tan is an 
active member of the United States Personal Chef Association.

USPCA Referral Website: Eva’s Edibles will use a referral listing provided by the USPCA. Because 
of her membership in the USPCA, Eva Tan can access its referral listing at www.hireachef.com. 
Eva’s Edibles will be able to create and modify its listing and track listing statistics. According to 
the USPCA, this service “is the most effective, efficient method to put customers and personal 
chefs in touch with each other.” Annually, hireachef.com logs over 500,000 listing views and 95,000 
clicks for more information. These statistics represent more than simple Web-page hits, which can 
be deceiving. Clients on the hireachef.com system review personal chef pages and make contact. 
Inquiries from potential clients are sent directly to the chef ’s e-mail account.

In-Store Promotions: Eva’s Edibles plans to offer in-store promotions at local cookware shops on a 
regular basis. One store, The Wire Whisk, has agreed to host an hour-long presentation by Eva Tan 
every other week. The presentation will be dedicated to healthy eating and feature the company’s 
dinners. At each event the company will offer sample menus and a brochure describing its philosophy.

Promotions at Local Events: Eva’s Edibles will also participate in local events at shopping malls, 
cultural fairs, environmental exhibits (Earth Day), and other appropriate venues. It will offer free 
samples, gift baskets, and discount raffles. Eva’s will offer its brochure at each of these events as well.

Strategies for Retaining Current Clients: Eva’s Edibles will provide current clients with extras 
for their loyalty—for example, free snacks and desserts after purchasing three 5-Dinner Plans. 
Another strategy will be to offer current customers a 10% discount when they refer Eva’s Edibles 
to a potential client who signs a contract with the company.

See Section 8.2, pages 223–232.
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2.8 Sales Methods
Eva’s Edibles will depend heavily on personal selling. This involves contacting past customers of 
the event-planning business and pursuing business contacts through Ohio State University.

Direct mail pieces and the brochure will have a mail-back card to capture a prospective client’s 
e-mail address and telephone number. Eva Tan will follow up all mail-back cards personally by 
e-mail or phone.

Future selling strategies will include asking customers for referrals and recommendations of 
potential clients. Again, Eva will get in touch with each prospect personally.

3. FINANCIAL STRATEGIES

3.1 Sales Estimates
Sales estimates for the first two years are shown below. Each 5-Dinner Plan represents cooking 
five dinners for one household in the client’s kitchen.

Eva’s Edibles will be available to cook every weekday and on some weekends, when required.

Year 1 Year 2
Month 5-Dinner Plans Monthly Sales 5-Dinner Plans Monthly Sales

January 20 $6,500 22 $7,150
February 20 6,500 22 7,150
March 20 6,500 22 7,150
April 20 6,500 22 7,150
May 21 6,825 22 7,150
June 21 6,825 23 7,475
July 21 6,825 23 7,475
August 21 6,825 23 7,475
September 22 7,150 23 7,475
October 22 7,150 23 7,475
November 22 7,150 24 7,800
December 22 7,150 24 7,800
Annual Totals 252 $81,900 273 $88,725

Projected five-year sales estimates are shown on the next page. The projections assume that Eva’s 
Edibles moves to a commercial kitchen in its third year. That will allow the company to deliver 
meals to clients, rather than to cook in their kitchens, thus significantly increasing the number of 
5-Dinner Plans the company can provide.

See Section 9.1, pages 239–248.

See Section 9.2, pages 249–258.
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3.2 Business Expenses
Eva’s Edibles will keep its fixed expenses at a very low level in its first year. Eva Tan’s parents will 
pay for her health insurance. Eva Tan is the sole employee, so there will be no salaries. Because 
Eva will cook at the clients’ homes, there will be no rent or utility expenses other than a cellular 
telephone. The company will use an existing computer donated by Eva Tan and valued at $1,000. 
The computer will back up all data offsite every day.

Operating expenses for the first year of business will be:

• Advertising: Brochure ($600), cards ($50), postage ($300), Website development ($800)

• Depreciation: Computer ($200 per year)

• Insurance: Automobile ($800), USPCA Liability Insurance ($600)

• Utilities: Cellular telephone ($1,200)

• Other Operating Expenses: Automobile-related maintenance & gas ($1,300)

• Other Operating Expenses: Cooking-related—knife kit, equipment not supplied by cus-
tomers, spices, oils, and so on ($1,000)

3.3 Economics of One Unit

ONE UNIT OF SALE = 5DINNER PLAN 1 DAY OF COOKING

SELLING PRICE PER UNIT:   $325
 Variable Expenses
  Cost of Services Sold
   Materials (Groceries) $100
   Labor ($25 per Hr., 6 Hrs.) 150
   Cost of Services Sold  250
  Other Variable Expenses
   Gas, $4 per Day $4
  Total Other Variable Expenses  4
 Total Variable Expenses   254

CONTRIBUTION MARGIN PER UNIT:  $71

See Section 10.1, pages 269–274.

See Section 10.2, pages 275–282.
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3.4 Income Statement
Projected Annual Income Statement: End of Year 1

March 31, 20--
REVENUE
 Sales (252 Days @ $325/Day) $81,900
 Total Revenue  $81,900

COST OF SERVICES SOLD
 Materials (Groceries @ $100/Plan) $25,200
 Labor ($150/Plan) 37,800
 Cost of Services Sold  63,000

GROSS PROFIT  $18,900

OPERATING EXPENSES
 Advertising $1,750
 Depreciation 200
 Insurance 1,400
 Telephone 1,200
 Other Operating Expenses (Auto-Related) 1,300
 Other Operating Expenses (Cooking-Related) 1,000
 Total Operating Expenses  6,850

PRE-TAX PROFIT  $12,050
 Taxes (15%)  1,808

NET PROFIT  $10,242

3.5 Balance Sheet
Projected Balance Sheet: Start of Business

April 1, 20--
ASSETS

Current Assets
 Cash $5,000
 Total Current Assets  $5,000
Total Assets  $5,000

LIABILITIES & SHAREHOLDER’S EQUITY

Current Liabilities
 Total Current Liabilities  $0
Total Liabilities  $0

Shareholder’s Equity
 Eva Tan, Shareholder’s Equity (100 Shares)  $5,000

Total Liabilities & Owner’s Equity  $5,000

See Section 11.1, pages 289–303.

See Section 11.2, pages 304–314.
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3.6 Financial Ratios
Return on Sales (ROS): Eva’s Edibles projects a return on sales of approximately 12.5% (Net Profit 
÷ Total Sales) x 100 = Return on Sales. Thus, ($10,242 ÷ $81,900) x 100 = 12.51% Return on Sales.

Return on Investment (ROI): Eva’s beginning equity of $5,000 in the business (shown as Shareholder’s 
Equity on the balance sheet) represents her initial investment in the company. Eva’s Edibles projects 
a first year net profit of $10,242. So Eva’s Edibles projects a return on investment of approximately 
204.8%. (Net Profit ÷ Initial Investment) x 100 = Return on Investment. Thus, ($10,242 ÷ $5,000) 
x 100 = 204.84% Return on Investment.

3.7 Break-Even Point
Eva’s unit of sale is a 5-dinner plan (one day of cooking), for which the company charges $325. 
Eva’s cost for labor and materials for a day of cooking is $250. Her other variable costs are $4 per 
unit, so her total variable costs per unit are $254. The resulting contribution margin per unit is 
$71 ($325 – $254 = $71).

Eva’s Total Variable Expenses are $19,908 (COSS of $18,900 + Other Variable Costs of $1,008). 
(The other variable cost was gas at $4 per day for 252 days.) Fixed Operating Expenses, which 
don’t include the variable expense for gas, are $5,842 ($6,850 - $1,008 = $5,842). This means 
that Eva’s Edible will break even after approximately 82 days of cooking ($5,842 ÷ $71 = 82.28 
days to break even).

3.8 Financing Strategy
Start-Up Investment: Eva Tan will invest $5,000 of her own money in the company. This is her 
beginning equity in the company.

Reserve for Fixed Expenses: The company will establish a reserve for fixed expenses of $2,012. This 
is enough to cover the company’s operating expenses for three months (Total Operating Expenses 
÷ 12) x 3. Thus, ($8,050 ÷ 12) x 3 = $2,012.

Start-Up Expenditures & Emergency Fund: The company will use the remaining portion of the 
start-up investment, $2,988, to cover start-up expenditures, which are expected to be approximately 
$2,000, and to establish an emergency fund of $1,000.

3.9 Recordkeeping & Accounting Systems
Eva’s Edibles will use the latest version of QuickBooks accounting software. Offsite backups of the 
business accounts and records will automatically be made every day.

4. ORGANIZATIONAL STRUCTURES

4.1 Organizational Structure
Eva’s Edibles will be operated solely by Eva Tan, who will perform all shopping, cooking, and sales 
functions in the business. Her title will be President.

4.2 Staffing
Eva Tan will be the only person employed full-time by Eva’s Edibles during the first year. If sales 
increase as projected, it may become necessary to hire part-time assistance in the second year. As 
the business grows, Eva’s Edibles anticipates offering internships to local culinary college students.

See Section 12.1, pages 321–332.

See Section 12.2, pages 333–336.

See Section 13.1 & 13.2, pages 347–364.

See Section 14.1 & 14.2, pages 371–398.

See Section 15.1, pages 405–415. 

See Section 15.1, pages 405–415. 
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4.3 Outside Experts
Eva’s Edibles will use outside services for legal and accounting/tax needs. In addition, Eva will seek 
the mentorship of colleagues who are also members of USPCA.

4.4 Training and Motivating Employees
Eva Tan plans to take a USPCA course on growing a personal chef business after the company’s 
first year of operation. The first year will be very strenuous. The company plans to devote at least 
one day of every weekend to cooking for clients.

In case of illness, the company has entered into a reciprocal agreement with James Martin, a per-
sonal chef in Columbus, who will prepare dinners for Eva’s Edibles clients on short notice.

5. LEGAL STRUCTURES

5.1 Intellectual Property
The company has started the process of trademarking “Eva’s Edibles” as a brand name. Eva will 
also copyright her brochures and all printed materials.

5.2 Contracts
Eva’s Edibles will have a written contract with each of its clients that will specify the dates on which 
the service will be performed, the menus chosen by the client, and any dietary requirements. The 
contract will also set out provisions for the cancellation of services by either party.

5.3 Insurance
USPCA liability insurance costs $600 annually for members. It is a standard general-liability policy 
with clauses that cover food products, personal injury, advertising injury, and property damage. 
The company will also pay for automobile insurance for Eva Tan.

5.4 Taxes
Eva’s Edibles will pay self-employment tax and collect sales tax. Workers’ Compensation will be 
made available should three or more full-time employees be hired.

5.5 Government Regulations
Currently, there are no government regulations concerning a personal chef cooking in a client’s 
home. In the future, if the company leases a commercial kitchen, Eva Tan will investigate all 
appropriate license and inspection protocols.

See Section 15.1, pages 405–415. 

See Section 15.2, pages 416–426.

See Section 16.1, pages 433–442.

See Section 16.1, pages 433–442.

See Section 16.2, pages 443–452.

See Section 17.1, pages 459–470.

See Section 17.2, pages 471–480.
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6. BUSINESS MANAGEMENT

6.1 Expenses, Credit, and Cash Flow
Because of the large volume of food shopping, Eva’s Edibles will establish credit with local grocery 
stores and food-supply companies.

In its first year, Eva’s will not accept credit cards. Payment will be received in cash or by check.

The following projected monthly cash budget for Eva’s Edibles shows a typical month in the first 
year of business, in which Eva cooks for clients on 21 days of the month.

CASH INFLOWS
 Cash Sales (21 x $325) $6,825
 Total Cash Inflows  $6,825

CASH OUTFLOWS
 Variable Expenses: Groceries (21 x $100) $2,100
 Variable Expenses: Labor (21 x $150) 3,150
 Advertising 146
 Depreciation 17
 Insurance 117
 Telephone 100
 Other Fixed Expenses (Automobile-Related) 108
 Other Operating Expenses (Cooking-Related) 83
 Total Cash Outflows  $5,821

CASH AVAILABLE  $1,004

6.2 Production and Distribution
In its first year of business, Eva’s Edibles will prepare food at clients’ homes. The only distribution 
involved will be the transportation of groceries to the clients’ homes, which will be accomplished 
by using Eva Tan’s automobile, for which the company will contribute gasoline and maintenance. 

6.3 Operations
Hours of Operation: Eva’s Edibles will typically work at a client’s home from 11:00 a.m. to 5:00 p.m. 
Eva Tan will shop for groceries in the morning, buying in bulk for multiple clients whenever possible.

Rework Requests: If a customer is unhappy with a dinner, Eva’s will cook another dinner for the 
client. If a client is unhappy twice in a period of four months or less, Eva will work carefully with 
that client to establish the reason for the dissatisfaction, and the company will provide two addi-
tional dinners to the client free of charge.

Client Satisfaction: Eva’s will depend on word-of-mouth referrals. Clients must be pleased at all 
costs. Customer service will be critical to the success of Eva’s Edibles.

See Section 18.2, pages 499–504.

See Section 19.1, pages 511–520.

See Section 19.2, pages 521–526.
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6.4 Purchasing
Eva’s Edibles will purchase groceries on an as-needed basis in the mornings, according to client 
needs. Eva Tan will buy in bulk whenever possible, choosing vendors for both price and quality. 
Some ingredients, such as meat or produce, will be purchased as needed to avoid spoilage. Eva’s 
Edibles will cook dinners with seasonal ingredients. In addition, the company will build relation-
ships with local organic farmers to ensure the highest quality and best price.

6.5 Inventory
Eva’s Edibles will keep a minimum inventory of frequently used ingredients, such as condiments 
and spices, in a cooler and a storage container in her car. The company will use a just-in-time 
inventory strategy. This means items will be purchased as needed, and long-term storage will not 
be necessary.

7. PLAN FOR GROWTH

7.1 Business Growth
Short-Term Business Goals: In its first year, Eva’s Edibles plans to build a profitable customer base 
so that, by the end of the year, it will be cooking in clients’ kitchens 22 days in every month. This 
will allow the company to reach its revenue goal of $81,900.

Long-Term Business Goals: Eva’s Edibles anticipates that, after a profitable customer base has been 
built, the company will develop an intensive growth strategy. Eva’s intends to increase its market 
penetration by leasing or buying a commercial kitchen. This will allow increased storage and allow 
the company to serve more clients, thereby increasing its revenues and profits. Dinners will then 
be delivered to customers.

7.2 Challenges
Short-Term Business Challenges: The biggest challenge facing Eva’s Edibles in its early years will 
be its business model. Cooking dinners at clients’ homes will limit the number of clients that the 
company can serve.

Long-Term Business Challenges: The biggest long-term challenge for the company is space. Eva’s 
Edibles will need to change its business model and lease or buy a commercial kitchen to increase 
the number of clients. This, in turn, may require additional financing and will almost certainly 
require additional employees, particularly those with some degree of cooking skills.

7.3 Franchising and Licensing
Although premature to plan for, Eva’s Edibles may represent a business that could be franchised 
in other cities with large upscale populations of professionals.

7.4 Exit Strategy
After establishing itself as a viable business with a stable roster of clients, it is likely that Eva’s Edibles 
could be valued as a desirable business operation for a chef looking for a single-person business. 
However, Eva Tan has no plans to leave the business in the foreseeable future.

See Section 20.1, pages 533–540.

See Section 20.2, pages 541–548.

See Section 21.1, pages 559–566.

See Section 21.2, pages 567–570.

See Section 22.1, pages 577–586.

See Section 22.2, pages 587–598.
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Think about a product you like, and then answer this question:

Is the brand of the product important?

On a piece of paper, identify the product and its brand (for example, 
Product: Athletic Shoes; Brand: Nike). Be prepared to discuss how this brand 
diff ers from other brands.

What Is a Marketing Plan?
As you’ve already learned, a market is a group of potential customers 
for a particular product or service.  Marketing is a way of presenting 
your business to your customers. The main reason for marketing is 
to clearly communicate the value of your product or service. To do 
this successfully, you create a  marketing plan. A marketing plan 
is a detailed guide with two primary parts:

 ⦁ Marketing goals

 ⦁ Strategies for reaching your goals (the marketing mix)

Marketing Goals
Every marketing plan is unique because each business has its own 
marketing goals. When you first begin creating a marketing plan, 
it’s important to know what you want to accomplish. Write these 
goals down so you can refer to them as you develop marketing 
strategies. Later, as you work out the details of your strategies, you 
can make adjustments. You may also discover that you need to do 
some additional research.

Developing Your 
Marketing Mix8.1

OBJECTIVES

 ⦁ Identify the components of a marketing plan
 ⦁ Describe various types of product strategies
 ⦁ Specify ways to apply place (distribution) strategies
 ⦁ Explain methods used in developing price strategies

VOCABULARY

 ⦁ benefits

 ⦁ brand

 ⦁ brand mark

 ⦁ bundling

 ⦁ competition-based pricing

 ⦁ cost-based pricing

 ⦁ demand-based pricing

 ⦁ direct channel

 ⦁ distribution channels

 ⦁ exclusive distribution

 ⦁ features

 ⦁ indirect channel

 ⦁ intensive distribution

 ⦁ intermediary

 ⦁ markdown price

 ⦁ marketing

 ⦁ marketing mix

 ⦁ marketing plan

 ⦁ market share

 ⦁ markup price

 ⦁ mind share

 ⦁ product mix

 ⦁ product positioning

 ⦁ promotion

 ⦁ selective distribution
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Your marketing goals should agree with your business plan’s over-
all objectives. However, marketing goals are usually more specific and 
action-oriented. You should be able to measure them in practical ways. 
For example, “I want to increase the number of customers that come 
to my store” is too general. Adding the words “by 25%” to the end of 
this statement makes it more specific and measurable. Another way to 
state goals in a measurable way is to specify the amount of sales or profit 
you wish to reach.

Marketing goals also require a time frame:

 ⦁ Short-Range Goals. What do you want to accomplish in the 
next year? You may find it helpful to break one-year goals into 
smaller periods, such as quarters (three months).

 ⦁ Mid-Range Goals. What do you want to achieve in the next 
two to five years?

 ⦁ Long-Range Goals. Where do you see your business ten or 
twenty years from now?

Some additional things to keep in mind when considering goals:

 ⦁ Motive. Think about why you want to reach each objective. 
What rewards do you hope to obtain? Also, consider the oppor-
tunity cost of setting one particular goal rather than another.

 ⦁ Consistency. Be careful that your goals do not conflict with 
one another. That will only create frustration. It will also 
decrease your chances of accomplishing them.

 ⦁ Cost. Eventually, you will need to work out a budget for 
your marketing plan, to check the feasibility of your goals. 
Cost includes not only money but also your personal energy 
and emotional investment. Try to be as realistic as you can 
when thinking about goals. At the same time, remember that 
many worthwhile aims will require you to step outside your 
comfort zone.

Another potential marketing goal can be defined in terms of market 
share. Market share is the percentage of a given market population 
that is buying a product or service from a particular business.

Determining a reasonable market share should be based on the 
level of competition in your target market. In most cases, you will be 
entering a market with many competitors. Or, your industry may have 
a few large competitors that currently hold most of the market share. 
Either way, don’t expect to grab much market share, at least in the 
beginning. However, if your business has created a unique product 
with no direct competition, you will have a 100% market share for that 
product. That, of course, can change if competitors create a similar 
product in the future.
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Let’s say your goal is to sell $100,000 worth of product or service 
in the first year. Based on research, you know that your target mar-
ket spends about $2 million per year on this type of product/service 
from your competitors. Use the following formula to determine your 
estimated market share:

(Total Sales ÷ Total Market Size) × 100 = Market Share %

 $100,000 ÷ $2 Million        × 100 = 5% Market Share

Marketing Strategies (Marketing Mix)
Every marketing plan has five main strategy areas, sometimes referred 
to as the “Five P’s.” How a company chooses to combine these areas is 
called its  marketing mix. Think of it as creating a recipe for reaching 
and keeping customers:

⦁ People. Without a doubt, your target customers are the key to 
defining all the other strategies in a marketing plan. Include a 
detailed customer profile to help keep your focus on the best 
prospects. You can also include a description of the people 
(employees) you will need to carry out the marketing plan. 

Leezirch, Inc.

Hill & Sons

CEPCO

Talantro Co.

Breeze Away

Green Tonight

Flint WorksM&G Inc.

Market Share ◀ Figure 8-

Market Share
Pie charts are often used 
to visualize market-share 
percentages.
Communicating. What would 
be another way of illustrating 
market share in graphic form?
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(You will learn details about staffing your business in a later 
chapter.)

⦁ Product. What item(s) can your business provide that will best 
meet the needs of your target market? This is a description of the 
product(s) or service(s) your company plans to offer.

⦁ Place. This strategy refers to selling and delivery methods. How 
and where will customers be able to buy or receive your product 
or service?

⦁ Price. What price will your target market feel is reasonable, or 
perhaps even a good deal, for your product or service? Your pric-
ing strategy may need to vary over time depending on various 
factors, about which you’ll learn later.

⦁ Promotion. The process you use to make potential customers 
aware of your product or service and to influence them to buy it 
is referred to as  promotion.

The rest of this section will focus on how to develop strategies for the 
people, product, price, and place marketing elements. Section 8.2 will 
focus on promotional strategies.

What are the two main parts of a marketing plan?

Imagine you are a local restaurant owner in a town 
with many well-known chain restaurants. You notice, 
along with other small-business owners, that many 
people seem to be visiting these chain outlets. What 
do you do? Some local businesses have decided to 
help each other by forming cooperative, nonprofi t 
organizations. These groups promote their one-of-a-
kind off erings with events, publications, and pooled 
marketing resources. They encourage the residents 
of their towns to “think local” when it comes time to 
decide where to shop or eat.

Examples of these local business cooperatives 
include Madison Originals in Wisconsin (madi-
sonoriginals.org) and San Francisco’s Locally Owned 
Merchants Alliance in California (sfl oma.org). The 

goal of these groups is to educate consumers on the 
advantages and pleasures of patronizing local busi-
nesses. Instead of thinking of other small-business 
owners as the competition, these entrepreneurs see 
them as friends with similar goals.

THINKING CRITICALLY
Predicting. In pairs, describe three ways that small 
businesses could help one another when a large 
chain store or restaurant threatens to take away their 
customers.

To read more about local business cooperatives, go 
to “Entrepreneurship Issues” on the Student Center 
at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Local Business Cooperatives
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Determining People and Product 
Strategies
Building a product image refers to creating a specific impression of it 
in the minds of your customers. In a marketing plan, your product is 
the physical item you plan to sell or the service you plan to provide. (In 
this section, we’ll use the term “product” whether it is a physical item 
or a service you are selling.)

Attracting Customers to Your Product
To attract people in your target market, you need to choose a product 
that matches well with their needs or wants. When given a choice, con-
sumers buy the product with the features and benefits that best meet 
their requirements.

The features of a product are what it does and how it appears to 
the senses (sight, sound, taste, smell, and touch). The benefits of a 
product are the reasons customers choose to buy it. Here are just a few 
examples of benefits: saving time, increasing social status, protecting 
the family, getting rid of a problem, improving a relationship, reducing 
worry, providing entertainment, and saving money.

Often you can get customers’ attention by how you choose to 
package a product. The design and labeling of a bottle, box, bag, or 
other container is one way you can emphasize your product’s features 
and benefits.

If you choose to sell more than one product, you need to consider 
how the products relate to each other. The combination of products a 
business sells is called its product mix. The mix you choose will largely 
depend on the product image you want to communicate. It will also 
depend on the number and type of markets you are targeting.

Maintaining Customer Loyalty
Successful businesses do more than attract new customers by marketing a 
product’s features and benefits. Their ultimate goal is to keep customers 
coming back again and again. Your product may currently be superior 
to your competitors’ products. But this alone may not be enough to 
maintain customer loyalty over a long period of time. Great ideas can be 
copied and modified by competitors. The competitors may even be able 
to make improvements. Or they may be able to sell a similar product at 
a lower price than you can.

What competitive edge can you create that cannot be easily copied? 
One answer is to build a brand. A brand is a marketing strategy that 
can create an emotional attachment to your product in the mind of 
the consumer. This is because a brand is perceived in a certain way. It 
may be seen as excellent quality or high status—a premium brand. The 
perception is not always reality. A premium brand may not be signifi-
cantly different from a “lower-quality” one, but the consumer perceives 
it as on a higher level. This process of creating a strong image is called 

▲  Figure 8-2

Branding
A brand mark is a way to associ-
ate a symbol with a product and 
its qualities.
Interpreting Illustrations. What 
is an advantage of using a brand 
mark?
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product positioning. It is a way of influencing potential customers to 
distinguish your brand’s characteristics from those of the competition.

Branding can cause customers to think of a particular company first. 
For example, what name do you think of when you want to buy a new 
pair of athletic shoes? Perhaps Nike, with its “Just Do It” image, comes to 
mind. Or when you need a tissue, maybe you ask for a “Kleenex.”  Mind 
share is the awareness or popularity a certain product has with consumers.

In addition to its name, you can use a symbol or other graphic design 
to identify a brand. This is often referred to as a logo, or  brand mark. 
For example, the “golden arches” symbol is probably enough for you 
to recognize a McDonald’s restaurant without ever seeing the name. 
Brand marks are usually included on store signs, packaging, Websites, 
and in print ads and television commercials.

Packaging
An important aspect of a product’s strategy is how that product is 
packaged. Packaging contains and protects the product until the con-
sumer uses it. The packaging needs to be suited to the method used 
for the product’s distribution and sale. It should be cost-effective and 
also environmentally responsible.

Packaging should be designed for your target market and, if sold in 
a retail store, should be eye-catching. It should promote the image of 
the brand and be distinguishable from competitors’ products. Packaging 
for certain types of products must meet legal requirements (for example, 
child-proof medicine bottles). Overall, your packaging can sometimes 
cause your product to be a success—or a failure.

What is a brand?

Determining Place (Distribution) 
Strategies
 Distribution channels are the various ways that a product can reach 
the consumer. Place strategies (sometimes referred to as distribution 
strategies) are used to answer the following: How will you get your 
product into the hands of your customers? How can you ensure that 
your product will be available to customers where and when they want it?

If you can find an efficient distribution channel, you may be able 
to gain a competitive advantage. The more cost-efficient the channel is, 
the lower you can keep the product’s price. The more time-efficient the 
channel is, the faster the product will reach customers (and the happier 
they will be).

What Channels Will You Use?
There are two kinds of distribution channels: direct and indirect. A  direct
channel is a pathway in which a product goes from the producer straight 
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to the consumer. Think of it as a trip with no stops between the starting 
point and the destination.

An indirect channel is a pathway in which the product goes from the 
producer to one or more intermediaries before it reaches the consumer. 
An intermediary is the bridge between a producer and a consumer. 
Intermediaries include agents, brokers, wholesalers, distributors, and retail-
ers. Following is an example of an indirect channel in a consumer market:

1. A manufacturer produces millions of cell phones.

2. A wholesaler buys thousands of cell phones from the 
manufacturer.

3. A retailer buys dozens of cell phones from the wholesaler 
for the retailer’s store.

4. A consumer goes to the retail store and buys one cell phone.

Where and When Will You Sell?
Place strategies need to include the selling location and the hours dur-
ing which customers can buy the product. Examples of such strategies 
include the following:

 ⦁ Choosing an excellent location for a physical store.

 ⦁ Determining the days and hours when customers are most 
likely to shop.

 ⦁ Providing an easy-to-use Website that customers can access any 
time, from any location.

 ⦁ Taking orders via a toll-free telephone number, with operators 
standing by 24 hours a day.

▲  Figure 8-3

Distribution Channels
The path from producer to 
consumer can take many routes, 
both direct and indirect.
Recognizing Patterns. What 
is an example of an item you’ve 
bought that flowed directly to you?

Producer or 
Manufacturer

Consumers & 
Companies

Retailers Distributers Wholesalers

Consumers WholesalersCompanies Consumers

Agents or 
Brokers

Retailers

Consumers Retailers

Consumers

Companies
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When determining your strategies, be sure to consider how widely you 
want to distribute your product. For instance, do you want to use many 
sales outlets or only a few? Here are three basic options:

⦁ Exclusive Distribution. This type of distribution is the most lim-
ited of the three.  Exclusive distribution gives a specific retailer, 
or authorized dealer, the sole right to sell a product in a particu-
lar geographical area. An exclusive distribution agreement usually 
requires that the retailer or dealer cannot sell competing products.

 ⦁ Intensive Distribution. The opposite of exclusive distribution 
is  intensive distribution. The object of intensive distribution is 
to make a product available at as many sales outlets as possible. 
This means selling the product at a variety of stores, many of 
which may compete with each other. For example, you can buy 
toothpaste at drugstores, grocery stores, large outlets such as 
Kmart or Walmart, and convenience shops at gas stations.

⦁ Selective Distribution. Allowing a product to be sold at a mod-
erate number of sales outlets, but not everywhere possible, in 
a particular geographical area is called  selective distribution. 
Retailers/dealers are usually chosen based on a set of conditions. 
For example, a car manufacturer may select dealers only if they 
have enough space and staff to provide a high level of mainte-
nance and repair service.

How Will You Transport and Store Products?
Transportation is used to move a product from one point to another 
along a distribution channel. Ways to transport products include airplanes, 
trains, ships, trucks, or a mix. Some electronic products, such as software 
files, can be transported from a seller’s computer to a buyer’s through the 
Internet. The cost of shipping, as well as the speed at which the product 
needs to be delivered, are key factors that affect transportation choices.

You need to select the type of shipping container to use with an eye 
to security and possible damage. For example, if your product is fragile 
(glass) or spoils easily (fresh food or flowers), you will have to consider 
special transportation needs. If a product cannot be shipped directly to 
its final destination, you will need to decide where it will be temporarily 
stored along the way.

What is the diff erence between a direct distribution channel 
and an indirect one?

Developing Price Strategies
There are many kinds of pricing strategies and techniques. However, 
you should base the price of your product on two things: your target 
market and the potential profits for your company. Your product’s price 
should be low enough that customers want to buy from you rather than 
the competition. At the same time, your product’s price must be high 
enough for your company to earn a profit.
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Identifying Price Objectives
The first step toward setting a price is to identify what you want to 
achieve by it. For example, what do you want the price to “say” about 
your product? What do you want the price to accomplish for your busi-
ness? When deciding price objectives, keep in mind your overall business 
plan goals, your marketing or brand goals, and what your target market 
can afford to pay. Following are a few samples of price objectives:

⦁ Build or Maintain an Image. Prices can create or affect the 
image of a product in consumers’ minds. For example, people 
may perceive lower-priced goods as having a lower quality than 
similar items sold at a higher price.

⦁ Increase Sales Volume (Quantity). Higher prices may lower 
the number of sales, and lower prices may increase the number 
of sales. However, you can charge a slightly higher price than the 
competition if your product has more features or benefits.

⦁ Obtain or Expand a Market Share. Sometimes an initial lower 
price can help a new business attract customers from competitors. 
After you obtain a market share, you can increase your prices 
slightly to improve profits.

⦁ Maximize Profits. If you are introducing a new product into a 
market, you could charge a high price to maximize profits. Later 
on, if competitors imitate your product or find some other way to 
reduce its attraction, you could drop the price.

Selecting a Basic Pricing Strategy
After defining objectives, the next step is to pick a strategy for determin-
ing actual prices. There are three basic pricing strategies. Your decision 
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about which one to use will depend on your product mix, your price 
objectives, and the market you are targeting.

 ⦁ Demand-Based Pricing. A pricing method that focuses on con-
sumer demand—how much customers are willing to pay for a 
product—is called demand-based pricing. A demand-based pric-
ing strategy is most useful when customers perceive your product 
as unique or having greater value than similar products. You can 
determine a maximum price by surveying potential target custom-
ers. The price is basically the most that an actual customer would 
be willing to pay. For example, for a one-of-a-kind item, such as an 
antique or a painting, you would use demand-based pricing.

 ⦁ Competition-Based Pricing. A pricing method that focuses 
on what the competition charges is called competition-based 
pricing. After you find out your competitors’ prices, you can 
decide to charge the same price, slightly more, or slightly less. 
Because the focus of this strategy is staying competitive, you will 
need to regularly review what your competitors are doing. This 
will allow you to make price adjustments if needed.

 ⦁ Cost-Based Pricing. Setting a product’s price based on what it 
costs your business to provide it is called cost-based pricing. To 
use this strategy you must first know the economics of one unit, 
which was discussed in Chapter 2. After you figure out what the 
cost is for a single unit of your product, you then decide how 
much to add on to ensure a profit.

Allowing for Price Adjustments
If the distribution channel for a product is an indirect one, the price 
will get adjusted as it moves from the producer to the consumer. When 
a retail store buys a product from a wholesaler, they add an additional 
amount to the wholesale cost to make a profit. This results in a markup 
price. Frequently, a percentage is used to calculate the markup:

Wholesale Cost × Markup Percentage/100 = Markup Amount

Wholesale Cost + Markup Amount = Markup Price (Retail Price)

For example, if the wholesale price of a product was $10 and the markup 
percentage was 30%, the markup amount would be $3.

$10  ×  30  ÷  100  =  $3

The markup price (retail price) would be the wholesale cost ($10) plus the 
markup amount ($3), or $13. So you would buy this product wholesale 
at $10, mark it up by 30%, and sell it at $13.

A markdown price is set when a retailer wants to reduce the 
price of a product. Retailers often use markdown prices when they are 
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overstocked (have too much of a product). Or perhaps the retailer needs 
to make room for new products. Another reason would be a change 
in customer demand. For example, a clothing store will probably set 
markdown prices at the end of the summer to get rid of warm-weather 
clothing. To calculate the markdown price, use the following formulas. 
Keep in mind that to avoid losing money, the markdown price should 
not be less than the wholesale cost.

Retail Price × Markdown Percentage/100 = Markdown Amount

Retail Price  –  Markdown Amount = Markdown Price (“Sale”  Price)

For example, if the retail price of a product was $10 and the markdown 
percentage was 25%, the markdown amount would be $2.50.

$10  ×  25  ÷  100  =  $2.50

The markdown price (“Sale” price) would be the retail price ($10) 
minus the markdown amount ($2.50), or $7.50. So you would nor-
mally sell this product retail at $10, but mark it down by 25% and put 
it on sale at $7.50.

Price Factors for Services
When a “product” is a service, time is a primary factor used to deter-
mine price. Some services are charged simply by the hour, as a physical 
therapist, business consultant, or marriage counselor usually does.

Vendors such as car mechanics or electricians commonly add a separate 
fee for materials in addition to their hourly charge. This strategy provides 
flexibility for services that vary widely. For example, a job may require 
replacing expensive parts, inexpensive parts, or perhaps none at all.

Another way that businesses charge for services is based on a flat 
fee. Both material costs and time are built into one price for a particu-
lar service. Consider a business that performs oil changes in cars. The 
amount of time it takes to complete an oil change, as well as the new 
oil and oil filter that’s put in the car, are factored into one price.

Bundling
Another technique to explore when setting prices is bundling. Bundling 
is the practice of combining the price of several services (and/or physical 
products) into one price. The travel industry commonly uses bundling to 
create vacation packages that include airline services, hotel accommoda-
tions, and a rental car for one price.

Bundling can be a convenience factor for customers. It also allows 
the business to sell services at a slightly lower price. This is because 
customers are buying a greater quantity of goods or services.

Bundling might also include optional services or product acces-
sories with an item that’s more in demand. Car dealers and appliance 



222  Chapter 8

retailers often use this strategy. It helps them sell items that a customer 
might not buy if sold separately.

When are markup prices and markdown prices used?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 8.1 of the Business Plan Project in your Study Guide, or 
Section 8.1 in BizTech.

Reviewing Objectives
. What are the fi ve main elements in a 

marketing mix?
2. Defi ne branding and explain its potential 

advantages.
3. Describe the three basic distribution 

strategies.
. Explain the three basic strategies used to 

determine prices.

Critical Thinking
5. Comparing/Contrasting. What would you 

say are the advantages and disadvantages 
of cost-based pricing versus demand-based 
pricing?

6. Drawing Conclusions. What do you think 
happens to the price of an object as it goes 
through a large number of intermediaries?

Working Together
Work with two partners. Each will focus on a dis-
tribution strategy (exclusive, intensive, or selec-
tive). Research the advantages and disadvantages 
of your strategy. When finished, assemble your 
research results into a PowerPoint presentation or 
other method of displaying information.

ASSESSMENT 8.1

Life Cycles
Every living creature has a life cycle. Think, 
for example, of an insect that begins as a 
caterpillar, changes into a chrysalis, and then 
transforms into a butterfly. Products have life 
cycles too. At each stage, market conditions 
can differ. Research some products’ life cycles. 
Then, for a specific product, identify the stage 
of its life cycle. Support your view by assem-
bling advertisements on a poster board and 
making a short presentation to the class.

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience

Figure 8- ▶

Bundling
Bundling combines the price of 
several services and/or products 
into one price.
Applying Concepts. How might 
computer stores use the technique of 
bundling?
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Think about this question:

Do you always believe advertisements?

Write your answer (yes or no) on a piece of paper. Be prepared to talk about 
examples that support your position.

Principles of Promotion
Promotion is a type of communication and persuasion we find 
throughout our daily lives. It is also one of the Five P’s (people, 
product, place, price, and promotion) in your marketing plan. 
To use promotion effectively, you should understand the basic 
principles behind it.

Getting Customers
 AIDA is a popular communication model used by companies to 
plan, create, and manage their promotions. The letters in AIDA 
stand for the following steps in any type of promotion:

1. Attention. The fi rst step when introducing a new product to 
a market is to grab the attention of potential customers. For 
example, using a well-known celebrity to introduce a product 
may cause people to take notice.

2. Interest. After you get people’s attention, you want to keep 
it. To hold consumer interest, you need to focus your mes-
sage on the product’s features and benefi ts. Clearly commu-
nicate to potential customers how these features and benefi ts 
specifi cally relate to them.

VOCABULARY

 ⦁ 360° marketing

 ⦁ advertising

 ⦁ AIDA

 ⦁ cooperative advertising

 ⦁ CPM (cost-per-thousand)

 ⦁ direct mail

 ⦁ infomercial

 ⦁ media

 ⦁ networking

 ⦁ newsgroup

 ⦁ personal selling

 ⦁ pitch letter

 ⦁ premium

 ⦁ press release

 ⦁ product placement

 ⦁ promotional campaign

 ⦁ promotional mix

 ⦁ publicity

 ⦁ public relations (PR)

 ⦁ sales promotion

 ⦁ telemarketing

 ⦁ trade-out

 ⦁ visual merchandising

 ⦁ Web banner

OBJECTIVES

 ⦁ Summarize the basic principles of promotion
 ⦁ Define the elements in a promotional mix
 ⦁ Examine what’s included in a promotional plan
 ⦁ Discuss ways to budget for promotion

Promoting Your 
Product8.2
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3. Desire. What can you do to make your product desirable? One 
way might be to demonstrate how the product works. Another tac-
tic would be proving in some way that your product is a bargain.

4. Action. Don’t forget to ask consumers to take action, to buy. 
You may also want to give them a reason to act right away. For 
example, a limited-time offer might motivate them. Another 
important part of this stage is making sure that purchasing your 
product is easy and convenient.

Keeping Customers
Most experts agree that promotional messages have to be repeated many 
times to maximize their effectiveness. In other words, for customers to 
remember what you want them to know and keep them coming back to 
buy again, promotion must be an ongoing process. One way to retain 
customers is by rewarding them. Frequent-buyer programs, special price 
offers, and thank-you notes or e-mails are possibilities.

To help keep your customers, stay aware of how your competitors 
are promoting their products. Also, continue to listen to your customers 
about what’s important to them. When they buy, offer them immedi-
ate ways to provide you with feedback. This could include sending a 
coupon after they fill out a short e-mail survey. Another example is the 
questionnaire cards that some restaurants provide at their tables.

What does AIDA stand for?

Choosing a Promotional Mix
You should consider many forms of promotion when developing your 
marketing plan. The combination of promotional elements that a busi-
ness chooses is called a  promotional mix.

Elements in a Promotional Mix
The elements in a promotional mix are varied but also interconnected. 
All of them have common goals: to build a favorable awareness about 
your product and business, and to influence people to buy your product. 
The six elements of a promotional mix are:

 ⦁ Advertising. A public, promotional message paid for by an iden-
tified sponsor or company.

 ⦁  Visual merchandising. Using artistic displays to attract custom-
ers into a store. It also refers to how products are visually pro-
moted inside a store.

 ⦁  Public relations (PR). Activities aimed at creating goodwill 
toward a product or company.

 ⦁  Publicity. A form of promotion for which a company does not 
pay. It is sometimes referred to as “free advertising.”
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 ⦁ Personal selling. Direct (one-to-one) efforts made by a com-
pany’s sales representatives to get sales and build customer 
relationships.

 ⦁ Sales promotion. A short-term activity or buying incentive, such 
as conducting product demonstrations or providing coupons or 
free samples. Think of sales promotions as temporary “specials” 
used to motivate potential customers.

Each element of the promotional mix has advantages and disadvantages. 
As you think about how to balance the various elements in your mix, 
try to visualize how each relates to the others. Look for ways that one 
type of promotion can be used to back up or support another. This will 
help make the most of your promotional efforts.

Forms of Advertising
Advertising uses various media, or communication channels, to send 
promotional messages to potential customers. Advertising helps build a 
brand’s image. Also, customers often perceive advertised products and 
services as being more valid or acceptable than nonadvertised items. 
However, because advertising can be expensive, you should focus on the 
types that will best reach your target market. Six of the most common 
types of advertising are:

 ⦁ Print Advertising. Ads placed in newspapers, magazines, Yellow 
Pages, school yearbooks, and trade association directories are all 
examples of print advertising.

 ⦁ Direct Mail. Another form of print advertising, direct mail is 
one-to-one communication. You can have it delivered specifi-
cally to individual customers in your target market. Brochures, 
print catalogs, fliers, postcards, sales letters, and newsletters are 
examples of direct mail.

 ⦁ Radio and Television. This type of media has the advantage of 
reaching large numbers of people. It also has the added benefit 
of communicating with motion (in TV) and sound. However, 
creating the advertisements and purchasing the media time can 

Advertising

Promotional 
Mix

Publicity

Public 
Relations

Personal 
Selling

Visual 
Merchanding

Sales 
Promotions

◀  Figure 8-5

Promotional Mix
To achieve your marketing goals, 
you should consider all forms of 
promotion.
Relating Concepts. What 
factors determine the makeup of 
a promotional mix?
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be expensive. Most radio and television commercials are short: 
15 to 30 seconds. Infomercials, usually produced as cable televi-
sion shows, are product demonstrations that typically last from 
30 minutes to an hour.

 ⦁ Product Placement. This is a more subtle type of advertising. 
In product placement, a company pays a fee to have a product 
displayed during a movie or television show in a prominent or 
obvious manner. No mention is made of the product. The fact 
that a famous actor or other well-known personality is using it 
suggests to viewers that they, too, should buy it. When you see 
an actor drinking a bottle of Coca-Cola® in a television show, 
that’s product placement.

 ⦁ Internet. Sending e-mail messages to customers and creating an 
electronic catalog on a Website are ways of using the Internet to 
promote your product. Another way to encourage Internet users to 
go to your company’s site is by using an electronic advertisement 
called a Web banner. You pay other companies or organizations 
to embed your Web banner on their sites. A Web banner includes a 
clickable link that sends potential customers to your Web site.

 ⦁ Outdoor Advertising. This type of advertising includes signs on 
buses and taxi cabs, billboards (posters) along streets or in sub-
ways, and banners or streamers carried by blimps and airplanes.

Visual Merchandising
How you visually present and physically position your products is an 
important part of promotion. For example, how attractive are the dis-
plays in your storefront windows? Is there an eye-catching sign out-
side? Another example of visual merchandising is when retailers position 
selected products at the ends of aisles or near checkout lines to draw 
customers’ attention.

Companies that provide services should also consider the visual 
impact they make. A place of business that looks clean and well-organized 
sends a more positive message than one with dirty floors and windows. 
Even the arrangement of the furniture, and the comfort or pleasantness 
of a waiting room, can make a difference.

Public Relations and Publicity
Many companies have a public relations (PR) department to help build 
and maintain a positive image. As an alternative, a PR firm is sometimes 
hired to carry out the promotion. In either case, PR staff use publicity—
non-paid advertising—to attract attention and create interest. Examples 
of activities and tools used to get publicity include the following:

 ⦁ News Articles and Announcements. The PR staff works to 
develop good relationships with reporters in the local news media. 
They send a press release to the media whenever there is any-
thing new or interesting involving the company. A press release 
is a written statement that typically consists of several paragraphs 
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of factual information about a 
product or business. A reporter 
can use this information to cre-
ate a printed news article or a 
feature story. Or it may become 
a news report read by radio and 
television announcers. A cover 
letter, called a pitch letter, is 
often sent with a press release 
to introduce it. One or more 
photos may also be included.

 ⦁ Community Events. 
Sponsoring an event that pro-
motes a good cause can create 
favorable publicity. For example, 
a business may plan a dinner, 
entertainment, or sports event 
in which all the money from 
ticket sales goes to a local char-
ity group. A small amount of 
time during the program is 
sometimes used to provide 
information about the sponsor-
ing company. Upcoming com-
munity events are also excellent reasons to send press releases.

 ⦁ Contests. Contests help create excitement about your product 
or business by offering prizes to winners. They also provide 
opportunities to learn more about customers or to get their 
feedback. For example, ask customers who visit your store to 
drop a business card into a box for a contest drawing. Or, enter 
people into a contest after they complete a short survey. Like 
community events, contests provide an opportunity to send a 
press release.

Personal Selling and Sales Promotion
As mentioned earlier, sales staff meets and talks with customers person-
to-person on a daily basis. This may occur on the phone, in the store, or 
at trade shows and conferences. Sometimes salespeople visit the places 
where customers work or do business. For example, a textbook salesper-
son may visit teachers at their schools, or a medical supplies salesperson 
may visit doctors’ offices and medical clinics.

When salespeople meet with customers, they routinely leave a busi-
ness card. They may also provide free samples of the company’s product, 
or give them a premium. A premium is a giveaway item or free gift 
that usually has the company’s name, address, and telephone number 
printed on it. T-shirts, pens, note pads, coffee cups, and calendars are 
all examples of premiums.

FOR IMMEDIATE RELEASE

May 15, 20--

Contact: Maria Gonzales (555) 123-4567

Local High School Students to Teach Marketing Workshop for 
Community Teens

Anytown, NY — Wayne High School students Amy Chang, Tom 
O’Connor, and Brian Jones will be conducting a 5-day workshop 
for Anytown teenagers who want to learn how to market their own 
business.

The workshop will be held at the town hall June 16 to 20, from 
7:00 to 9:00 PM. The workshop fee of $25 per person will include 
educational handouts. Participants will apply newly learned infor-
mation in small-group activities.

According to Mrs. Anita Andretti, a teacher at Wayne High School, 
“These students want the opportunity to share some of what they 
learned in the Entrepreneurship course last semester. They feel it’s 
important to contribute to the community.”

For more information, please contact Maria Gonzales at 
(555) 123-4567.

▲  Figure 8-6

Press Releases
When writing a press release, be 
sure to answer these questions: 
Who? What? When? Where? Why?
Analyzing Information. Using this 
press release, identify the answers to 
the five questions.
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 Telemarketing, promoting or selling products or services one-to-one 
over the telephone, is another type of sales promotion. Telemarketing 
can be used in two different ways. Sales staff can talk directly with 
potential customers. Or, a recorded sales message can be played over 
the telephone by using an automated dialing system. You should take 
care when using telemarketing to avoid irritating potential customers. 
Calls made too frequently to the same numbers, or calling at the wrong 
times (such as dinner time), can annoy people.

Salespeople also use a technique called  networking (see “Your 
Business Career,” above.) to find new customers and promote products. 
Networking is meeting new people though current friends and business 
contacts. People you know refer you to people they know. In turn, these 
new people introduce you to more people. You can also meet new con-
tacts at networking events. These are gatherings at which businesspeople 
meet and socialize with other entrepreneurs in their locality.

A form of electronic networking can be accomplished by using a 
 newsgroup. A newsgroup is an online message board where people post 
information about a particular topic. These messages form an ongoing 
discussion. Although newsgroups are not used for advertising, they do 
help you “meet” new people and gain insights from potential customers.

360°  Marketing
Some marketing professionals have recently come up with a new 
approach to marketing called  360° marketing. This approach com-
municates with your prospects and customers from all directions; it 
blends low-tech and high-tech methods to deliver your message to 

Networking is creating connections with people in the 
business world. A network is made up of like-minded 
businesspeople. Their goal is to exchange business 
ideas and information and to support each other. 
People who network share business skills and con-
nections—usually in an attempt to increase revenue 
for their businesses. The relationships are mutually 
beneficial, meaning that people help each other and 
benefit from the give-and-take of the relationships. 
For that reason, the most successful networking rela-
tionships are long term.

Some types of businesses hold events where 
people can gather in a meeting place to network 
and build rapport. Later, these new connections will 
get together to assess whether there is a way they 
can work together. Some people network only in an 

attempt to find individuals who can help them. That 
is rarely the way to form a long-term relationship. 
Instead, the most successful people are those who 
spend their time listening as well as talking and think-
ing about how they can help others.

THINKING CRITICALLY
Inferring. How might a salesperson for copier 
machines and a caterer be able to help each other? 
Work with a partner to brainstorm mutual benefi ts 
each could derive from a networking relationship.

To read more about networking, go to “Your 
Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Networking
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customers in as many ways as possible. In some respects 360° marketing 
can be a cost-effective method of marketing your product. Its goal is to 
take advantage of every means possible to put your message in front of 
prospects and customers.

A 360° marketing mix might include a company Website, e-mails 
to existing customers, faxes, direct-mail postcards and catalogs, instant 
messaging, and telephone calls to customers alerting them to new promo-
tions. It might mean becoming involved with the local community for 
networking possibilities and referrals. It could involve face-to-face meet-
ings with prospects and customers in nonbusiness settings. Entrepreneurs 
who practice this sort of marketing take networking seriously. They 
join clubs, organizations, and online social networks. They offer free 
consultations and demonstrations.

An entrepreneur using 360° marketing might publish an online 
newsletter, write a blog, or host an online conference related to the 
company’s product. In the future, more and more entrepreneurs will 
use the Internet and participate in the rich variety of channels and 
opportunities it offers to surround their prospects and customers with 
messages about their products.

What are six common types of advertising?

Developing a Promotional Plan
A promotional plan for a new business must take into consideration 
three stages of a business startup:

1. What promotions are needed before the business is opened?

2. What promotional adjustments will need to be made when the 
new business is launched?

3. What ongoing promotional strategies are needed?

Creating Campaign Strategies
Breaking down each stage of your promotional plan into one or more 
campaigns will help focus your efforts. A  promotional campaign is a 
group of specific promotional activities built around a particular theme 
or goal. Each campaign provides descriptions of the media to be used, 
dates, quantities, costs, and other details. For example, in stage 1, your 
campaign may focus on:

⦁ Establishing a favorable business image

⦁ Educating your target market about the features and benefits of 
coming products

⦁ Creating an awareness of where and when you will be opening

At stage 2, your campaign may include announcements that you are 
now open for business. Stage 2 also usually includes sales promotions to 
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get people to try a product or service. As your customer base increases, 
your stage 3, or ongoing plan, should add strategies for keeping current 
customers loyal.

Keep in mind that you may need to vary your ongoing plan based 
on seasons or cycles in your industry. You may also need to make adjust-
ments along the way if the target market, business environment, and 
competition change.

Measuring Promotion Eff ectiveness
In your promotional plan, don’t forget to include ways to track responses 
that result from specific types of promotion. Setting up a computerized 
database will make it easier to record and analyze data. This information 
will help you decide what forms of promotion to use in the future. Here 
are some examples of tracking strategies:

⦁ Ask customers where they first heard about your business.

⦁ Create an ad with a coupon or other clip-out feature. Use the 
same ad for various print media sources, but include an individual 
code on each ad. When customers bring or send the clip-out to 
your business, you can identify which advertising source provided 
the best response.

⦁ Compare sales results with the time and place that a particu-
lar promotion was offered. See if you can detect any correlation 
between the two.

⦁ Pre-test potential advertisements before finalizing and submitting 
them to the media. For example, ask focus groups made up of 
your target market to view several versions of an advertisement. 
Their reactions and feedback can help you decide which ad would 
be most effective.

What three stages of a promotional plan must a new busi-
ness take into consideration?

Budgeting for Promotion
Your budget for promotion will be determined by four factors:

⦁ Your business industry

⦁ The strength of your competition

⦁ Which media best reaches your target audience

⦁ The funds you have available

Research Rates and Other Costs
After you have conducted a number of promotional campaigns, you 
will have historical data available to help estimate costs. In the mean-
time, if you’re starting a new business, you’ll need to do some research. 
Following are a few strategies you can use:
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 ⦁ Contact sales managers at radio and television stations, news-
papers, and magazines to request a list of their rates. As an 
alternative, you can pay a subscription fee to access databases 
at SRDS® (Standard Rate and Data Service) Media Solutions® 
(www.srds.com).

 ⦁ When you buy a TV or radio spot, you are purchasing 
the ability to reach the number of people who are watch-
ing or listening at that specific time. The Nielsen Company 
(www.nielsenmedia.com) and Arbitron, Inc. (www.arbitron.com) 
publish guides that provide audience delivery estimates for televi-
sion and radio. Ask your media salesperson to help you calculate 
the CPM (cost-per-thousand) by using these guides. The CPM 
is the amount it will cost you to reach 1,000 potential customers 
with a particular advertising type and time slot.

 ⦁ Factor in public relations and publicity costs. For example, if you 
plan to stage a community event, you may need to hire a catering 
service or other vendor.

 ⦁ Research companies that produce promotional items 
and compare their prices. InkHead Promotional 
Products (www.inkhead.com), Superior™ Promos 
(www.superiorpromos.com), and Pinnacle Promotions 
(www.pinnaclepromotions.com) are just a few examples.

 ⦁ Advertising agencies can help you create, plan, and manage 
advertising and other promotional activities. If you intend to 
hire such an agency, you will also need to include its fees in 
your budget.

Consider Low-Cost Promotion Strategies
If your promotional budget is low, here are some potential ways to keep 
costs down:

 ⦁ Swapping Services. A trade-out is a bartering practice whereby 
you trade your company’s products or services for air time on a 
radio station.
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⦁ Cooperative Advertising. When two companies share the cost 
of advertising, it is called  cooperative  advertising (“co-op” for 
short). For example, a wholesaler who distributes snack food 
and a convenience store retailer might work out an agreement 
to split advertising costs. Ask potential suppliers if they offer any 
co-op programs.

 ⦁ Testimonials and Endorsements. If customers, news sources, 
or organizations praise your products or services, ask if you 
can quote them in brochures or catalogs or on your Website. 
If you join a trade organization or your local Better Business 
Bureau, this is a type of association you can mention in promo-
tional materials. You can also use membership logos on business 
stationery.

After collecting all your research data, make a list of priorities. Outline 
a budget that includes the items at the top of your priority list. But keep 
in mind that you will probably need to adjust your budget over time.

What four factors determine your promotional budget?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 8.2 of the Business Plan Project in your Study Guide, or 
Section 8.2 in BizTech.

Reviewing Objectives
. Summarize the basic steps of the AIDA 

promotional model.
2. List the six elements of a promotional mix.
3. What are the three stages that you must take 

into consideration in the promotional plan for 
a new business?

. What four factors will determine your promo-
tional budget?

Critical Thinking
5. Relating Concepts. Describe an example of 

visual merchandising that recently attracted 
your attention. Did you buy the product you 
described in your example? Why or why not?

6. Writing. List two words or concepts you 
think would help persuade customers or 
grab their attention, if you were writing 
promotional material.

Working Together
Working in a group of three, create a newspaper 
or magazine advertisement. One member should 
write the text for the ad, and another should cre-
ate art or take photos for it. The third member of 
the group should research media prices for differ-
ent ad sizes and placements. Present a mockup 
of your ad to the rest of the class. Explain what 
you learned about the process of creating a print 
advertisement.

ASSESSMENT 8.2

Advertising Timeline
Working in groups of four, use a word pro-
cessing program, paper, or poster board 
to create a historical timeline showing key 
events and milestone ads in the advertising 
industry.

Social StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial StudiesSocial Studies
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A New Spin on Biking
For Kelly Rapp, RAGBRAI®, which stands for the Des 
Moines Register Annual Great Bicycle Race Across 
Iowa, was a fun-fi lled annual event. RAGBRAI began 
in 1973 as a challenge between two of the Des Moines 
paper’s reporters, who were both avid cyclists. They 
wanted to fi nd stories from a diff erent perspective: rid-
ing a bike. From a few hundred riders that fi rst year, the 
race has grown into the largest and longest bike tour 
in the world, with 10,000 riders (8,500 week-long riders 
and 1,500 daily riders). People can enter as individuals 
or as part of groups or teams. They can also enter as 
non-riders and travel along in a bus or other vehicle 
with their group. For many people, RAGBRAI is a tradi-
tion, where friends and families get together to enjoy 
a week of energizing riding, lots of delicious food, and 
some unique fun.

Turning Fun into Experience
After three years of riding alongside his father with 
their “Team White Bus,” Kelly decided to work for one 
of the larger charter groups. He helped them with 
their tent service. “We had over 70 tents to set up and 
take down every day,” he said. “The year I worked for 
them consisted of long hours, hard work, and low pay. 
Although this was not one of my most memorable 
experiences, I benefi ted by learning the business.”

Along with this practical experience, Kelly had aca-
demic experience. He had taken many business classes 
in school, including Marketing and Sales, Introduction 
to Business, Accounting, Sports and Entertainment 
Marketing, Keyboarding, and Business Applications. 
“With help from these classes and my dad’s business 
knowledge and experience,” said Kelly, “I decided to 
end my employment with the charter company and 
start my own tent business.” With his tent business, he 
could give ride participants a place to sleep at night 
while on the road.

Beginning a Business: Sleeping on 
the Road
Kelly’s total target market was everyone who was a 
participant in the ride. He only needed a small group 
from that market to be successful. He had space for 15 
people on his bus. If he could get more people on his 

bus, he could increase the number of customers and 
make more money. But the bus also carried supplies 
and paraphernalia. To allow more room on the bus 
for customers, Kelly added a support vehicle with a 
trailer behind it. This actually doubled Kelly’s customer 
base from 15 to 30 people. To promote his business, 
he made fl yers and sent them out.

Kelly works hard during the week of RAGBRAI. “We 
wake up at 5:30 and have tents down by 7:00. We load 
the trailer and drive to the next town. After fi nding a 
camp spot, we unpack and pitch the tents and then 
blow up air mattresses. By noon we are fi nished. After 
RAGBRAI is over, I check the tents and air mattresses 
and make sure they are ready for next year before stor-
ing them for the winter.” Kelly’s business has grown 
over the years, and he’s hired two friends to help him. 
The income he makes during the summer provides his 
spending money for the entire year.

“I have made wonderful friends from all over the USA,” 
said Kelly. “I love working for myself. I have more risk, but 
the profi t and benefi t have been much greater. I would 
tell anyone who wants to go into business to go for it!”

Thinking Like an Entrepreneur
1. Was Kelly’s practical experience critical to starting 

his business? Why?
2. Are there events in your community that would 

serve as the basis for a business?
3. Which of Kelly’s academic classes do you think 

were most relevant to his business?
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CHAPTER SUMMARY

8.1 Developing Your Marketing Mix
A marketing plan is a detailed guide that includes marketing goals and strategies 
for meeting those goals. There are five main marketing strategy areas, called 
the Five P’s: people, product, place, price, and promotion. How a company 
chooses to combine these elements defines the marketing mix. Your target 
market and employees make up the people element. Building a product image 
involves attracting new customers and keeping current ones loyal. Product 
strategies for doing this include branding and communicating product features 
and benefits. To determine place strategies, you should decide what distribu-
tion channels to use, where and when you will sell your products, and how you 
will transport and store them. Developing price strategies involves identifying 
objectives, selecting a basic price strategy (demand-based, competition-based, 
or cost-based), and making adjustments.

8.2 Promoting Your Product
You use promotion to build a favorable awareness about your product and 
influence people to buy it. A communication model for planning, creating, and 
managing promotion is abbreviated as AIDA: attention, interest, desire, and 
action. The many forms of promotion that make up a company’s promotional 
mix can include advertising, visual merchandising, public relations (PR), pub-
licity, personal selling, and sales promotions. When developing a promotional 
plan, you should consider what promotions you will need before opening a new 
business, when it is first opened, and as ongoing strategies. It’s also important 
to include methods for measuring promotion effectiveness in your plan.

REVIEW VOCABULARY
Create an outline that could be used to develop a course that would teach high school entrepreneurs how to market 
products. Use only those terms from the following list that you think would be most important for them.

 ⦁ 360° marketing (p. 228)

 ⦁ advertising (p. 232)

 ⦁ AIDA (p. 223)

 ⦁ brand (p. 215)

 ⦁ bundling (p. 221)

 ⦁ cooperative advertising (p. 232)

 ⦁ CPM (cost-per-thousand) (p. 231)

 ⦁ direct channel (p. 216)

 ⦁ direct mail (p. 225)

 ⦁ distribution channel (p. 216)

 ⦁ exclusive distribution (p. 218)

 ⦁ indirect channel (p. 217)

 ⦁ intermediary (p. 217)

 ⦁ market share (p. 212)

 ⦁ marketing (p. 211)

 ⦁ marketing mix (p. 213)

 ⦁ marketing plan (p. 211)

 ⦁ media (p. 225)

 ⦁ mind share (p. 216)

 ⦁ networking (p. 228)

 ⦁ personal selling (p. 225)

 ⦁ pitch letter (p. 227)

 ⦁ press release (p. 226)

 ⦁ product mix (p. 215)

 ⦁ product placement (p. 226)

 ⦁ product positioning (p. 216)

 ⦁ promotion (p. 214)

 ⦁ promotional campaign (p. 229)

 ⦁ promotional mix (p. 224)

 ⦁ publicity (p. 224)

 ⦁ public relations (p. 224)

 ⦁ sales promotion (p. 225)

 ⦁ telemarketing (p. 228)

 ⦁ trade-out (p. 231)

 ⦁ visual merchandising (p. 224)

 ⦁ Web banner (p. 226)
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CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. Which of the following is not considered a 
one-to-one promotional strategy?

a. telemarketing
b. direct mail
c. magazine advertisements
d. personal selling

2. Which of the following is not considered a 
product “feature”?

a. quiet
b. colorful
c. soft
d. fun

3. Marketing plan goals should
a. have a time frame
b. be measurable
c. be action-oriented
d. all of the above

4. A group of specifi c promotional activities built 
around a particular theme or goal is called a

a. promotional campaign
b. community event
c. contest
d. none of the above

5. The percentage of a target market population 
that is buying a particular product or service 
from your business is called

a. mind share
b. market share
c. market size
d. markup percentage

6. Combining the price of several diff erent items 
into one price is called

a. a package
b. a fl at rate
c. a unit rate
d. bundling

7. What is the term used when two companies share 
advertising costs?

a. co-op advertising
b. trade-out advertising
c. combination advertising
d. dual advertising

8. Which of the following is not considered an 
intermediary?

a. agent
b. manufacturer
c. retailer
d. distributor

9. A communication model used by companies to 
plan, create, and manage promotion is

a. ADIA
b. AIDA
c. IADA
d. AAID

10. Which of the following is the least eff ective price 
strategy?

a. Charge a slightly higher price than the 
competition when your product has more 
benefi ts.

b. Set a high price when introducing a new, 
unique product into the market.

c. After market share is gained, lower prices 
to improve profi ts.

d. Lower prices to increase sales volume.

11. Which of the following is not a term related to 
radio or television advertising?

a. trade-out
b. premium
c. infomercial
d. CPM

12. The type of distribution that gives a retailer the 
sole right to sell a product is called

a. intensive
b. selective
c. exclusive
d. restrictive
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13. Watch a popular recent movie or a successful 
sitcom. As you watch, keep a list of any product 
placement promotion that was used in the movie/
show. Afterward, write a short essay about how the 
target market for the product placement tied to 
the audience.

14. Design and draw a brand mark for a real or imagi-
nary product, service, or company. Then develop a 
short presentation explaining why you created this 
design.

15. Work in a group of four. Each member should 
research the advantages and disadvantages of a dif-
ferent type of advertisement (such as newspapers, 
magazines, television, radio, Web banners, and so 
on.). Together, create a chart on poster board that 
summarizes your combined research results.

16. Suppose you are calculating fi nancial estimates 
for a new business. Based on research available to 
you, assume that the total sales your target market 
spends for your type of product is $500,000 per 
year. What annual sales amount will your company 
earn if it gains a 15% market share in its fi rst year of 
business?

17. Imagine that you’re a retailer who purchases a 
product at $2.50 per unit. Based on practices in 
your industry, you decide to use a 100% markup. 
What will the markup price (retail price) be for this 
item? Later in the year, you fi nd that you are over-
stocked with this product. You decide to sell it “at 
cost” (the purchase, or wholesale, price) at a clear-
ance sale. What will the markdown percentage be?

18. Work in groups of four. Research unethical adver-
tising practices. Write a short presentation about 
these practices and how to avoid them. Develop 
ads that demonstrate these unethical practices. 
Ads can be on posters or magazine size. You can 
also create unethical television or radio ads that 
you would act out for the class. If your school has 
the capability, you could develop fi lmed or taped 
examples of unethical television or radio ads.

19. Working in a group, brainstorm an idea for a fund-
raising event at your school to benefi t a local charity. 
Next, make a list of specifi c ways you may be able to 
get publicity for your event. What media resources 
should you contact? What local organizations might 
be willing to help spread the word? Then, write a 
press release about your upcoming event.

20. Interview someone who works at a local advertis-
ing agency, or an individual who designs adver-
tisements for a living. Find out what’s involved in 
running their businesses and how they got started 
in advertising. Also, ask about the creative pro-
cesses they use to produce actual advertisements. 
Then, develop a short presentation describing 
what you learned.
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⦁ catch phrase
⦁ domain name 

registration

⦁ typeface
⦁ Web search engine
⦁ Website slogan

Check Yourself
1. Why is branding important?

2. What elements are included in branding?

3. What is a Website slogan?

4. Why is brand repetition important?

What Do You Think?
Comparing/Contrasting. Research five compa-
nies that you like. Do they have logos and Website 
slogans?

Tech Vocabulary

Website Branding
Coca-Cola bottles, McDonald’s Golden Arches, and the 
Nike “Swoosh” are ways companies have used to iden-
tify or brand their products. You know instantly which 
company it is and what it sells. Branding is a marketing 
strategy used to create an emotional attachment to a 
product or service. When it comes to Website brand-
ing, Google is at the top! To “Google” has become part 
of our language. Everyone immediately knows that 
Google provides a way to find information online—it is 
a Web search engine. Google’s name is one part of 
its branding strategy. Its logo is another:

Names and logos as well as colors and typefaces—the 
design of printed characters (fonts)—are all elements 
in branding a company. Branding is important for Web-
sites, as for other businesses; each must create a unique 
presence online.

Domain Name Branding
Google can be found at www.google.com. Usually, 
a Website’s name is the same as its Web address. If 
the site’s name and Web address are different, Web-
site branding is more difficult. So users can find them 
easily, businesses want to have the same Web address 
and site name. Domain name registration provides 
a way to reserve a Web address. The company then 
uses this address in all marketing materials and as 
an e-mail address for the business. If the Website is 
www.goodstuff.com, for example, e-mail addresses 
for the business might be joe@goodstuff.com, jane@
goodstuff.com, and so on. Web hosts—companies 
that rent out space online—can often set up both the 
Website and e-mail accounts, with a series of e-mail 
addresses, all listed at the same location.

Logos and Slogans
Creating a Website logo is an extremely important 
part of branding. People hire professional graphic 
designers to design an eye-catching logo. Logos need 
to be easy to read and distinct from logos that already 
exist online. A Website’s logo says a lot about the 

site—a toy store will have a different style of logo from 
that of a law office. A Website slogan is a short phrase 
that describes what a company does. It, too, is an ele-
ment of a company’s brand. For example, the Website 
Ehow.com, which lists a series of how-to articles, has 
the slogan, “How to Do Just About Everything.” The 
slogan appears just below the Website’s logo. A slogan 
becomes a catch phrase, a phrase that is repeated so 
often that people use it without knowing its original 
context. Some with which you might be familiar are 
“We bring good things to life.” (GE) and “Snap, crackle, 
and pop” (Rice Krispies).

Design Repetition
Design elements, such as the site logo, typeface, color, 
any unique graphics, and the company’s slogan, should 
be repeated throughout the Website. Consistency—
repeating the same thing—is an important element 
of branding and helps consumers recall the company, 
product, or service easily. Generally, businesses use 
the same logo and slogan in all their materials, from 
the Website to business cards, letterheads, printed 
brochures, and Web and TV advertisements. Another 
good place to put the company’s logo and slogan is 
at the close of your e-mails, just after the signature. It’s 
another opportunity to reinforce your branding.



253

Extension
Invite workers from an assortment of 
jobs to visit the classroom and talk with 
the students about how each interprets 
dressing for success and what their ex-
pectations are for those who work with 
them.

SECTION 9.2
Estimating Sales

Your Business Career

Dressing for Success
Ask the students to share their 
interpretations of dressing for 
success. Discuss what to wear 
when interviewing and proper 
attire in business. Ask the 
students to suggest the type of 
clothing you may have worn 
when you first interviewed 
for the teaching job you hold 
now.

Thinking Critically

Ask the students what they 
concluded about comparisons 
in attire for different types of 
businesses. Guide the students 
to see that, usually, custom-
ers depend on businesspeople 
who are dressed conservatively 
and professionally to have the 
most professional attitudes. 
Some jobs will require less con-
ventional attire.

sales Training
Salesforce.com has some free, 
self-paced training courses on 
selling fundamentals that are 
available online (www.sales-
force.com/services-training/
training_certification/online).
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Sometimes a sales quota for a particular salesperson is based on the 
type and size of the  sales territory. A sales territory is the specified 
geographical area for which a salesperson is responsible, such as a city, 
county, state, or region. The sales quota for a small area with a very high 
population density will probably be different from the quota for a larger 
area with a low population.

Sales Training
Most businesses that employ a sales force provide extensive training for 
new salespeople. Even newly hired individuals with lots of selling expe-
rience need a great deal of information. Some of the subjects taught in 
company training programs are:

⦁ Company Information. Like other new employees, salespeople 
need to learn about the history of your company, its goals and 
business policies, how it is organized, and how it operates.

You probably dress a lot like other stu-
dents in your high school. You probably 
think it is important to dress so you will 

fit in. In this respect, school isn’t that 
much different from the work world.

The first thing an employer or a pro-
spective customer will notice about 
you is what you’re wearing. Dressing 

in a certain way won’t get you a job or 
make the sale, but first impressions 
are important. When you interview 
with a prospective employer, wear 
clothing that makes you fit in with 
those who work at the company. 
Don’t overdress, but don’t under-
dress either. You should want the 
employer to feel that you take the 

job seriously. Make sure you are 
well-groomed and that your hair 

is neat. Body piercings are often not part of the look of 
conservative businesses, so they should not be visible. 
Keep jewelry to a minimum. Regardless of what you 
are wearing, your clothing should be neat and clean.

If you don’t know what to wear to an interview, 
don’t be afraid to do some detective work. You may 

know someone who works at the com-
pany who can provide information, 
or you could check the company’s 
Website for pictures of employees. 
You can also call the business’s 
human resources department 
for tips. If you are serious about 
doing well in an interview, dress-
ing for success is an important 
first step.

THINKING CRITICALLY
Comparing/Contrasting. Think 
about the local businesses you 
know. How do the people 
who work in a bank dress 
diff erently from those who 
work in, for example, your 
school? Think of other 
examples of local businesses and what their employ-
ees wear. Prepare a table comparing the attire worn 
by ten diff erent types of businesspeople.

To read more about dressing for success, go to 
“Your Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Dressing for Success
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Most people have sold a product or service at some time. 
Based on your experience, answer this question:

Are you a good salesperson?

Write your answer (yes or no) on a piece of paper. Be prepared to discuss 
your answer.

The Importance of Personal Selling
As you learned in the previous chapter, personal selling is a pro-
motional technique used by a company’s  sales force. Sales force 
is another term for salespeople or sales representatives. They are 
the company employees who are directly involved in the process 
of selling.

Personal selling has several advantages over other types of 
promotion:

⦁ Helps Build Personal Relationships. Personal selling 
involves contact by means of face-to-face meetings and tele-
phone calls. Videoconferences are another way to speak with 
customers. Many people appreciate the opportunity to pro-
vide feedback as well as receive information.

 ⦁ Allows for Customized Communication. Because personal 
selling is an interactive form of communication, salespeople 
have the opportunity to adapt their message to each potential 
customer. When someone has questions or objections regard-
ing a product or service, the salesperson can address them 
individually.  Objections are the reasons that a customer 
may be reluctant or cautious about buying. Nonpersonal 

Principles of 
Successful Selling9.1

OBJECTIVES

 ⦁ Explain the importance of personal selling
 ⦁ List the characteristics of successful salespeople
 ⦁ Describe the main parts of the selling process
 ⦁ Understand the key documents and forms used in selling

VOCABULARY

 ⦁ cold call

 ⦁ data mining

 ⦁ objections

 ⦁ prospect

 ⦁ rapport

 ⦁ referral

 ⦁ request for proposal (RFP)

 ⦁ sales account

 ⦁ sales call

 ⦁ sales force

 ⦁ sales lead
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forms of promotion, such as media advertisements, cannot be 
easily adjusted, and making changes to them can be expensive.

⦁ Helps Reach Business Customers. Personal selling’s two-
way method of communicating is especially effective for selling 
to business customers. Often several people at a company are 
involved in making purchasing decisions. By scheduling a group 
meeting, you can provide sales information to multiple individu-
als at one time.

Why is personal selling eff ective in dealing with customer 
objections?

Characteristics of Successful Salespeople
Salespeople have various personalities and styles of selling. However, the 
most successful salespeople have the following characteristics:

⦁ Positive Attitude. Successful salespeople focus on the posi-
tive, even when times are tough. When salespeople are genuinely 
excited about the product or service they are selling, their enthu-
siasm shines through in their conversation and actions. Choosing 
to keep an upbeat attitude makes work more productive, for the 
individual and for others in the sales force. It also has a positive 
effect on customers, which can lead to an increase in sales.

⦁ Good Listener. Successful salespeople learn how to ask their 
customers quality questions and then listen closely without inter-
rupting. The salesperson can then offer a solution for the specific 
situation. This flexible approach usually proves more effective 
than giving an identical sales pitch to everyone.

 ⦁ Persistent. Selling is not as easy as some people make it look. 
Salespeople often make many contacts before making a sale. 
Patience and persistence are needed by all who wish to become 
successful. This is especially true for new salespeople with little 
experience. The good news is: the more you learn, the easier the 
selling process can become.

 ⦁ Hard Worker. Salespeople who take responsibility for their own 
success make goals for themselves and then form strategies to 
reach them. They work hard to produce positive results, instead 
of blaming their company, the economy, or the competition for 
their problems.

 ⦁ Truthful. Some salespeople tell customers only what they think 
they want to hear. This approach can lead to misunderstandings 
and deception. The result is often a breakdown in business/cus-
tomer relationships. Reestablishing trust with a customer once 
it is broken can be difficult. In addition, customers who feel 
betrayed may tell others about their negative experiences. This 
can cause an even greater loss of sales and a bad reputation.
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⦁ Consistent. To become successful, you need to be dependable. 
That means you don’t promise something you cannot deliver 
within a reasonable timeframe. The customer may get annoyed 
and decide to buy elsewhere. Another form of consistency is 
keeping in touch with your customers. This could include send-
ing thank-you notes, birthday cards, newsletters, and such. 
Consistency builds trust, which leads to better customer relation-
ships. In other words, it encourages customer loyalty to your 
brand or business.

Remember, even though a salesperson is only one individual, he or she 
represents the company when dealing with customers. A customer often 
forms an opinion about an entire company based on the attitude and 
behavior of a single salesperson.

Why is being consistent important for a salesperson?

The Selling Process
The phrase “selling process” is another way to refer to personal sell-
ing. This process is a cluster of activities used to obtain sales and build 
long-term relationships with customers. Although these activities are 
used for selling both products and services, the order in which they are 
performed may vary somewhat, depending on the particular situation. 

▲  Figure  9-

Customer Relationships
Interactive communication is a 
key part of personal selling.
Relating Concepts. If you were 
interviewing a person for a sales 
position in your company, what 
characteristics would you look for?
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The main steps in the selling process are:

 ⦁ Finding and qualifying sales leads

 ⦁ Preparing for a sales call

 ⦁ Making the sales call

 ⦁ Closing a sale and following up

Finding and Qualifying Sales Leads
The selling process starts by finding sales leads. A sales lead is a person 
or company that has some characteristics of your target market. Leads 
(as they are often called) are obtained in several ways: 

 ⦁ Promotional Responses. Some sales leads come directly from 
people who respond to various types of promotion. For example, 
information is obtained when people fill out surveys, information 
request cards at trade shows, Website forms, or mail-in postcards 
from magazines.

 ⦁ Referrals. When a person provides contact information for some-
one else who may be interested in your product or service, it is 
called a referral. Referrals may be freely offered to a salesperson 
by a satisfied customer. They also may be obtained at networking 
events. In some cases, a fee is paid to a customer if the referral 
turns into a sale.

 ⦁ Data Mining. The process of using a computer program to 
search large collections of electronic information (databases) and 
look for patterns or trends is called data mining. When applied 
to the selling process, data mining can be used to sort through 
huge amounts of material and pick out sales leads based on 
selected factors.

 ⦁ Cold Calls. When a salesperson contacts someone he or she 
does not know, and without prior notice, it is called a cold call. 
Another name for cold calling is canvassing. Various types of 
mailing and telephone lists are available for purchase from com-
panies that have made a business out of gathering information, 
organizing it, and selling it to others. Salespeople use these lists 
for cold calls.

Salespeople investigate a sales lead’s characteristics. If a sales lead has 
many of the characteristics of the target market, including some key 
characteristics, the sales lead becomes a prospect, or potential cus-
tomer. A key characteristic might be whether the customer has pur-
chased a product similar to yours in the past or, for a business customer, 
if there is more than a certain number of employees. Keep in mind 
that not every sales lead turns into a prospect. To avoid wasting time 
in pursuing leads that have little chance of becoming prospects, you 
have to make an evaluation. This process is called “qualifying the lead.” 
If the lead is a business, you may be able to qualify it as a prospect 
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by researching available public data on the business to see if there are 
certain key characteristics.

Many times, qualifying a sales lead requires making contact by tele-
phone or in person. This is referred to as making a  sales call.

Sales leads can lose their potential for becoming sales prospects for 
many reasons. For example, the person or business may no longer need 
your product or service because they’ve already purchased something 
similar. Or, the sales lead may not be able to afford to buy at the current 
time. A sales lead may also lose its potential if the person you contacted 
has moved to a different locality or has left the company.

Preparing for a Sales Call
Before making a sales call, there are a number of things you should do 
to prepare:

⦁ Set Up an Appointment. Many salespeople find that scheduling 
an appointment with a prospect is a successful approach to sell-
ing. It ensures that the person you want to see will be available 
when you visit. It also allows you to make sure you will be talk-
ing to the right person. For example, when making an appoint-
ment, ask if any other people need to be involved in the buying 
decision.

⦁ Learn About the Prospect. During the process of setting up 
a meeting, the salesperson often has the opportunity to learn a 
little more about the prospect’s current needs. Additional infor-
mation may be gained by reading company reports and visiting 

The things customers say to friends about a business 
often have a direct eff ect on its success. Imagine that 
you own a spa or an auto body shop. Both kinds of 
businesses usually get new customers from word-of-
mouth. As an entrepreneur, what would you do to 
make sure your reviews and comments were positive?

Small-business owners everywhere know how 
important it is for customers to have a good experi-
ence. By going the extra mile to give good service and 
value, business owners are hoping their clients tell their 
friends. This kind of referral can be more eff ective than a 
television ad for increasing sales. Putting the customer 
fi rst, with a policy of “the customer is always right,” goes 
a long way toward building a positive reputation.

Customer word-of-mouth has now taken to the 
Web with review sites such as Yelp.com, giving people 

the opportunity to air their opinions of a business to 
a wide audience. Savvy small-business owners moni-
tor these sites to see what their customers are say-
ing. Some even adjust their operations based on the 
instant feedback.

THINKING CRITICALLY
Communicating. Think about three local businesses 
you heard about through word-of-mouth. Now, take 
a moment to consider which businesses you would 
like to promote in this way. What would you say to 
your friends about them?

To read more about word-of-mouth referrals, 
go to “Entrepreneurship Issues” on the Student 
Center at entrepreneurship.pearson.com.

ENTREPRENEURSHIP ISSUES

Customer Word-of-Mouth
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the prospect’s Website, if available. If the prospect was referred 
to you, you may also learn more by talking with the person who 
provided the contact information.

 ⦁ Know Your Product or Service. A salesperson should make 
sure he or she knows as much as possible about the company and 
its products or services. The more knowledgeable you are about 
what you are selling, the more confident and relaxed you will 
likely be during sales calls.

 ⦁ Develop an Overall Selling Strategy. Given what you know so 
far about the prospect, decide on the selling approach that will 
work best. Consider the aspects of your product or service that 
will appeal most to the prospect. Try to anticipate what ques-
tions or objections the prospect may have, and think about how 
you will answer. Keep in mind that you may need to change your 
strategy as you learn more about the prospect. In the meantime, 
it will help you plan and create the presentation for the scheduled 
sales call.

 ⦁ Write a Presentation Outline. Plan what you want to say and 
what marketing materials you will show. If you are planning to 
demonstrate a product, practice those steps as well. If you are 
going to meet with a group of people, consider preparing an 
electronic presentation, such as PowerPoint slides. This is often 
an effective way of delivering a sales message. However, make 
sure you have all the necessary equipment and have practiced 
your presentation.

Making a Sales Call
Giving a sales presentation does not mean you will take center stage and 
do all the talking. The most effective presentations allow for plenty of 
give-and-take between the prospect and the salesperson. Here are some 
suggestions for making your sales calls more successful:

 ⦁ Be on Time. Being punctual shows that you respect your poten-
tial customer and don’t want to waste your customer’s time. Plan 
carefully so you aren’t late. If, for any reason, you are running 
late, call your customer to say so. If you are late, make sure to 
apologize to your customer.

 ⦁ Try to Build Rapport. A word that comes from French, rapport 
(rah-POR) refers to an emotional connection between people, 
based on feelings of mutual trust and respect. To help build rap-
port, don’t dive immediately into business talk when you arrive 
at a sales call. Take a little time to discover and talk about other 
things you may have in common. Sports, family, news events, and 
vacation plans are just a few possibilities. Pictures in the prospect’s 
office may give you clues about possible subjects.

 ⦁ Ask Questions and Take Notes. As you talk about the ben-
efits of your product or service, ask the prospect questions. Try 
not to ask questions that only require a yes or no answer. Ask 
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about things that will help reveal 
what needs, problems, feelings, and 
objections the prospect may have. 
During this process, take notes on 
key points the prospect makes. This 
will help you later to remember 
what is most important to the pros-
pect. Taking notes also shows that 
you are listening and that you 
care about what the prospect has 
to say.

 ⦁ Answer Objections. Often a 
prospect shows resistance to 
buying, either in words or by 
body language. When this 
happens, it is best to identify 
with the prospect and then 
ask for more details. For 
example, you might say, “I 
can understand why you 
feel that way.” Then ask for 
more information, suggest 
options, and discuss other 
ways of solving the prob-
lem. If you don’t know 
the answer to a question, 
be honest and say, “I 
don’t know, but I’ll find 
out for you as soon as possible.”

 ⦁ Ask for a Commitment. Asking for a commitment is an 
important part of closing the sale. Often, an indirect approach 
works well. For example, you might ask, “Now that I’ve 
addressed your concerns, is there anything else that might 
affect your decision to buy?” Or, you might ask about the 
product quantity, or delivery options. Another way of securing 
a commitment could be to offer an incentive. For example, you 
could provide a special discount if an order is placed immedi-
ately. In any case, never try to force a sale. If a prospect does 
not want to buy, it may be that the timing is not right but 
could be in the future.

Closing a Sale and Following Up
Technically, the final closing of a sale occurs after a product or service is 
delivered or provided, the prospect is satisfied, and the payment is received. 
So, after an order is taken, it is wise to follow up with the new customer 
to make sure that the entire process met his or her expectations. A happy 
customer will lead to a good relationship and additional sales.

Following up may also include asking a customer for referrals and 
written testimonials for use in promotional materials. Maintaining 

▲  Figure 9-2

Sales Presentations
Sales presentations often include 
slides or a product display.
Inferring. When making a sales 
presentation to a group, what can 
you do to make it more effective?
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routine contact with a  sales account (established customer) also helps 
a salesperson stay aware of possible changes in a customer’s needs.

What’s the diff erence between a sales lead and a prospect?

The Mechanics of Selling
Various documents and forms can help you organize, track, and process 
sales-related information. These are important for making sales opera-
tions run smoothly. Following are just a few examples of commonly 
used sales documents. Forms may be produced and used in a paper 
form. However, usually sales data is entered and tracked by using a 
computer.

⦁ Sales Call Logs. You can use this form to record each telephone 
call you make to a prospect or to an established customer. Besides 
name and contact information, this form typically includes the 
date the call was made, the purpose, notes about the conversation 
(including objections and responses), and follow-up tasks (what 
and when). Many small entrepreneurs create their sales call logs 
by using an Excel spreadsheet.

Contact
Name

Contact Information Date
of Call

Purpose Notes Follow-Up
Tasks

John 
Simmons

Happy Pet
126 Alexandria Blvd.
(415) 555-1236

11/30/- - Have Happy 
Pet carry our 
line of natural 
dog treats. 

Was interested 
but concerned 
that he hadn’t 
heard of us.

Send him sales 
kit, with video 
of Channel 12’s 
feature on us.
Check back in a 
week.

⦁ Sales Proposals. Prospects that are businesses often issue a 
request for proposal (RFP) when they are interested in buy-
ing a quantity of products or services or a customized order. 
An RFP is a formal way of asking a company to make a bid 
for a sale. It includes details about what the prospect wants. 
A business may send an RFP to three or four companies. Each 
interested company then prepares a sales proposal tailored to 
the RFP. The prospect then compares the proposals and makes 
a decision.

⦁ Order Forms. Salespeople may use paper order forms to record 
orders when they do not have access to the company’s computer. 
Order forms may vary in appearance, but most include the ele-
ments shown in Figure 9-3. Frequently, an order form is made 
up of multiple identical pages. When the salesperson fills out the 
form, duplicate or triplicate copies are automatically made. One 
of these copies is usually given to the customer.

 ▲ Sales Call Log



Selling Your Product  247

⦁ Sales Receipts. Most retail and service businesses use electronic 
cash registers for sales transactions. A cash register totals the 
items being purchased, calculates sales tax, and produces a sales 
receipt for the customer. In addition to sales figures, this receipt 
often lists short descriptions of items purchased, the date, and 
how the items were paid for (cash or credit). Sales receipts are 
usually required by a business when a customer wants to return 
or exchange a product.

 ⦁ Sales Contracts. The seller or the buyer may draw up a contract 
when a sale involves many details or is complex. Contracts are 
also used when a service or product is being delivered over a long 
period of time. A sales contract provides legal protection for both 
the seller and buyer. In most cases, contracts are reviewed by each 
party’s attorney before they are signed.

How can an RFP be helpful to a salesperson?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 9.1 of the Business Plan Project in your Study Guide, or 
Section 9.1 in BizTech.

Order Form

Date

Salesperson

Address

Sold To Ship To

Phone Ship By

Quantity Item/Description Price/Item Subtotal

Total

Sales Tax

Shipping Charge

Amount Due

◀  Figure 9-

Order Form
Most order forms include a place 
for sales tax, which is calculated by 
multiplying the purchase total by 
the tax rate.
Solving Problems. If the purchase 
amount is $50 and the tax rate is 5%, 
how much is the sales tax?

FO
R

M
  F

R
O

M
  W

W
W

.E
N

T
R

E
PR

E
N

E
U

R
.C

O
M

/
FO

R
M

N
E

T
/

SA
L

E
SF

O
R

M
S.

H
T

M
L



248  Chapter 9

Reviewing Objectives
. What are the main advantages that per-

sonal selling has over most other forms of 
promotion?

2. Name six characteristics of successful 
salespeople.

. Describe the main steps in the selling process.
4. What are four types of documents or forms 

used in the selling process?

Critical Thinking
5. Recognizing Patterns. Thinking about your 

own buying experiences, what characteristics 
do you most appreciate in a salesperson? 
What selling behaviors have you witnessed 
that decreased your desire to buy? Why?

. Drawing Conclusions. What could happen 
if you fail to follow up with a customer after 
a sale is made? What advantages might you 
gain from asking the customer for feedback?

Working Together
Working with a partner, choose a specific prod-
uct or service. Pretend that you are a prospect 
for this item and write an imaginary profile of 
yourself. Then exchange profiles with your part-
ner. Based on the information in the profile and 
what you know about the principles of success-
ful selling, take turns role-playing as the pros-
pect and as the salesperson. When finished, 
share with the class what you learned during the 
experience.

ASSESSMENT 9.1

Persuasive Writing
Research the elements involved in persuasive 
writing. How could you apply the basic con-
cepts you’ve learned to the process of writing 
a persuasive sales proposal?

Language ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage ArtsLanguage Arts
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9.2

Think about this question:

Why would a company need to estimate its future sales?

Be prepared to explain your answer in class.

Sales Force Planning
You need to plan for your sales force as you develop and refine your 
marketing plan. Use your sales goals to shape your plans. If you 
discover that your goals are unrealistic at any point, you need to 
reevaluate them and make adjustments. Your sales force planning 
should answer such questions as: 

⦁ What selling methods do you plan to use? (External and 
internal selling methods are discussed later in the chapter.)

⦁ Who do you need in your sales force?

⦁ How much and what type of training do you need for your 
sales force?

⦁ How large a sales budget do you need so you can pay your 
sales force?

⦁ What estimated amount of sales can you expect the sales 
force to achieve over a specific time period?

External Selling Methods
 External sales are obtained by hiring another company to do the 
selling for you. By using this approach, you can have a large sales 
force without hiring employees. Another advantage to external 

Estimating Sales
OBJECTIVES

 ⦁ Consider who may be needed in your sales force
 ⦁ Identify costs related to a sales force
 ⦁ Explore methods used to estimate sales

VOCABULARY

 ⦁ commission

 ⦁ direct sales force

 ⦁ external sales

 ⦁ internal sales

 ⦁ order getting

 ⦁ order taking

 ⦁ salary

 ⦁ sales forecast

 ⦁ sales quota

 ⦁ sales support

 ⦁ sales territory
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selling includes the potential to sell more of your products or services 
over a larger geographical area, even nationally. Also, you usually do 
not have to pay for the service until your customers actually pay you.

External selling can also involve hiring individuals who will remain 
independent of your company. These external salespeople, also called 
sales agents, are contracted by your business. Like sales companies, 
external salespeople typically are not paid for their work until after 
you receive payment from your customers. Because sales agents are not 
employees, they also normally pay for their own expenses. These could 
include travel, office, telephone, and office supplies.

A disadvantage of the external selling approach is that you have 
little control over the sales force. As a result, following up with your 
customers may be more difficult. It may also be harder to develop stable, 
long-lasting relationships with customers.

Sales agents and companies you hire to sell for you often are also 
selling products or services for someone else. As a result, they might 
promote other products more strongly than yours. Established products 
are usually easier to sell than new ones. They may focus more on selling 
products that offer a greater income potential than yours do.

Internal Selling Methods
Internal sales are obtained by you or your employees who sell your 
products or services exclusively. This method gives you the most con-
trol over all aspects of the sales process. Internal salespeople are often 
referred to as a direct sales force, because they work directly for you 
as full-time employees.

A disadvantage of internal sales is that your company has to pay the 
costs related to selling. This usually means paying your sales team for 
their work and expenses even if the customers have not yet paid you.

Initially, you may be the only one who does the selling. This solo 
approach may be sufficient when you first begin your business. Or, you 
may have to choose this option because you cannot afford to pay anyone 
else. However, it’s a good idea to sketch out a plan for expanding your 
sales force in the future. Using the Internet is another potential way to 
successfully sell your products with fewer salespeople.

Types of Roles in a Sales Force
When determining how many salespeople you will need, think about 
the various roles you need to fill. Also keep in mind that sales roles are 
not exclusive. That is, one individual may perform more than one of 
the following:

 ⦁ Order Getting. A sales role in which the primary responsibili-
ties are finding prospects, presenting the product or service, and 
helping to close sales is called order getting. Larger companies 
may break down order getting into more specialized groupings. 
For example, they may divide salespeople into those who do 
consumer selling and those who do business-to-business selling. 
Order getters are salespeople who actively locate and contact sales 
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leads, give presentations to prospects during sales calls, address 
customer objections, and ask for order commitments. In a ser-
vice business (such as a promotion company, ad agency, Web 
design firm, lawn mowing company, baby sitter, disc jockey, hair 
cutter, and so on), order getting is referred to as new business 
development.

⦁ Order Taking. A sales role in which the primary responsibility 
is recording and processing orders from customers who seek out 
your product or service is called  order taking. For example, 
when a customer telephones a company to place an order from 
a catalog, the person who answers the call and takes down the 
information is an order taker. Retail clerks who stand behind 
store counters, assist customers, and process purchases through a 
cash register are also considered order takers.

 ⦁ Sales Support. Positions that mostly involve assisting others 
with selling activities are sometimes called  sales support. For 
example, trainers who teach and coach salespeople are often con-
sidered sales support. Office assistants to salespeople are another 
example. Sometimes sales support people are also assigned to do 
any follow-up needed after a sale is made.

What is the diff erence between an external sales method 
and an internal sales method?
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Expenses Related to a Sales Force
After you have considered what selling methods you’d like to use and 
what kind of sales force you’ll need, the next step is to estimate the 
costs related to your sales plan. There are three basic expenses related 
to a sales force:

 ⦁ Compensation

 ⦁ Training

 ⦁ Miscellaneous Costs

How Salespeople Are Paid
There are three main options for compensating salespeople:

 ⦁ Salary Only. A salary is a fixed amount of money that an 
employee is paid on a regular basis, such as weekly, biweekly, 
bimonthly, or monthly. A salary is paid regardless of the amount 
of sales the person makes. This payment method is sometimes 
referred to as a flat salary or straight salary because it does not 
include any selling incentives. Although a salary gives the sales-
person a stable income, it does not provide motivation for selling 
a lot of product.

 ⦁ Commission Only. A commission is an amount paid based 
on the volume of products or services that a salesperson sells. 
Usually, a commission is a percentage of the total amount sold. 
Because a salesperson on straight commission only gets paid if 
he or she sells something, this approach is directly tied to work 
performance and results. A disadvantage of paying straight com-
mission is the difficulty in attracting and keeping experienced 
salespeople. They know that budgeting finances can be difficult 
when sales can vary widely from month to month. People who 
are paid this way may also have difficulty getting loans or credit 
cards from banks that look for stable incomes.

 ⦁ Base Salary Plus Commission. Most often, salespeople are paid 
with a combination of salary and commission. The challenge is to 
find the proportional mix that works best for your company. The 
right balance will help motivate your sales staff to do their best 
and also encourage company loyalty.

In addition to salaries and commissions, some companies choose to 
include extra monetary incentives, such as a bonus for salespeople who 
sell more than their quota. A sales quota is a target amount of sales per 
month or quarter that a salesperson is expected to achieve.

Sales quotas are one way of evaluating a salesperson’s work perfor-
mance. If someone consistently misses a sales quota, and most of the 
other salespeople are meeting theirs, some type of action is usually taken. 
However, if few are making their sales quotas, it may mean you’ve set 
the quotas too high.
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Sometimes a sales quota for a particular salesperson is based on the 
type and size of the  sales territory. A sales territory is the specified 
geographical area for which a salesperson is responsible, such as a city, 
county, state, or region. The sales quota for a small area with a very high 
population density will probably be different from the quota for a larger 
area with a low population.

Sales Training
Most businesses that employ a sales force provide extensive training for 
new salespeople. Even newly hired individuals with lots of selling expe-
rience need a great deal of information. Some of the subjects taught in 
company training programs are:

⦁ Company Information. Like other new employees, salespeople 
need to learn about the history of your company, its goals and 
business policies, how it is organized, and how it operates.

You probably dress a lot like other stu-
dents in your high school. You probably 
think it is important to dress so you will 

fit in. In this respect, school isn’t that 
much different from the work world.

The first thing an employer or a pro-
spective customer will notice about 
you is what you’re wearing. Dressing 

in a certain way won’t get you a job or 
make the sale, but first impressions 
are important. When you interview 
with a prospective employer, wear 
clothing that makes you fit in with 
those who work at the company. 
Don’t overdress, but don’t under-
dress either. You should want the 
employer to feel that you take the 

job seriously. Make sure you are 
well-groomed and that your hair 

is neat. Body piercings are often not part of the look of 
conservative businesses, so they should not be visible. 
Keep jewelry to a minimum. Regardless of what you 
are wearing, your clothing should be neat and clean.

If you don’t know what to wear to an interview, 
don’t be afraid to do some detective work. You may 

know someone who works at the com-
pany who can provide information, 
or you could check the company’s 
Website for pictures of employees. 
You can also call the business’s 
human resources department 
for tips. If you are serious about 
doing well in an interview, dress-
ing for success is an important 
first step.

THINKING CRITICALLY
Comparing/Contrasting. Think 
about the local businesses you 
know. How do the people 
who work in a bank dress 
diff erently from those who 
work in, for example, your 
school? Think of other 
examples of local businesses and what their employ-
ees wear. Prepare a table comparing the attire worn 
by ten diff erent types of businesspeople.

To read more about dressing for success, go to 
“Your Business Career” on the Student Center at 
entrepreneurship.pearson.com.

YOUR BUSINESS CAREER

Dressing for Success
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 ⦁ Product or Service Knowledge. The more your sales force 
knows about what they are selling, the more successful they can 
be. This includes a product’s physical features, how it works, 
and any service options available. Perhaps even more important 
are the personal benefits customers will get from buying your 
product or service.

 ⦁ Target Market Characteristics. Salespeople need to know 
the characteristics of your target market. They also need to 
understand the motives that most often cause your potential 
customers to buy your type of product or service. In other 
words, what are your target market’s primary concerns? What 
is most important to them?

 ⦁ Information on the Competition. Sales training would not 
be complete without knowing as much about the competition as 
possible: who they are, how their products or services compare 
to yours, what your business does better than other companies, 
and so on.

 ⦁ General Selling 
Techniques and 
Mechanics. Knowing the 
fundamentals of selling and 
communication is key for 
all salespeople. This consists 
of sales approaches, speak-
ing and presentation skills, 
good listening skills, how 
to interpret the nonverbal 
clues of prospects, and how 
best to handle prospects’ 
objections to buying. The 
general forms, documents, 
and procedures used by 
your sale force should also 
be included.

 ⦁ Technology Skills. 
Salespeople should also 
be taught how to use any 
special equipment and com-
puter software programs 
they need to perform their 
jobs well. Technology can 
provide a number of tools 
to help your sales team 
work efficiently and stay 
organized.

▼  Figure 9-4

Nonverbal Communication
Crossed arms may indicate that 
the person is feeling resistant or 
defensive.
Communicating. What other non-
verbal clues could you look for when 
meeting with a prospect?
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Training does not end after a new salesperson has completed your com-
pany’s initial training program. Most businesses provide periodic meet-
ings or seminars that help their salespeople stay current with the latest 
information on the company, its products or services, and the competi-
tion. Because salespeople are often geographically widespread, there is 
a growing trend to provide more training electronically. This includes 
use of the Internet, downloadable files and programs, and CD-ROMs 
or DVDs.

Sales Expenses
As we have discussed, most companies pay salespeople for travel expenses 
related to their work. These expenses usually include airfare, rental cars, 
taxis, road and bridge tolls, hotels, and meals. Each salesperson must 
obtain receipts when these items are paid for and create a report that 
lists each item. Then they turn in this expense report with the receipts 
for repayment. Depending on the company, expense reports may be 
submitted weekly, monthly, or based on some other time period.

What are the three main options for compensating 
salespeople?

Sales Forecasting
A  sales forecast will be a key part of your company’s financial planning 
process. A sales forecast is a prediction of the amount of future sales 
your company expects to achieve over a certain period of time. Think 
of a sales forecast as a tool to help evaluate the health of an established 
company or the feasibility of a new business venture.

Preparing a Sales Forecast
Sales forecasts for established companies are usually based on past sales 
performance. A forecast also takes into account such factors as the cur-
rent economy, sales trends, company goals and capabilities, and what the 
competition is currently doing. There are four general steps in preparing 
a sales forecast:

1. Analyzing current conditions.
Analyze the current company and market conditions. Do this 
through market research and by updating your SWOT analysis 
chart to analyze strengths, weaknesses, opportunities, and threats.

2. Reviewing past sales.
Review your company’s past sales figures. You can usually use past 
sales to project future sales. Sales often show seasonal variations. 
For example, you would sell more skis and sleds in the winter and 
more shorts and sandals in the summer. If you do not have past 
sales data because you are starting a new business, you will need 
to research general sales history for your industry. You can obtain 
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this information from industry associations and by asking similar 
businesses outside your area.

3. Making educated predications about the future.
Is there something in the future that could cause a change 
in your future sales? Will you need more or less promotion, 
or perhaps different types of promotion? Will you need more 
employees to accommodate these changes? Should you increase 
or decrease prices?

4. Estimating your future sales for a specific time period.
Ask yourself if these sales will bring in more income than you 
expect to spend. Will these sales be enough to make a profit?

Sales Forecasting Techniques
There are many methods for estimating sales. Often, more than one 
technique is used to help make predictions as accurate as possible. This 
is because most techniques cannot take into account all of the factors 
that can impact sales.

If you plan to work with a bank to help finance your new business 
venture, you will probably want to make multiple sales forecasts. For 
example, make one that represents a best-case scenario, one for a worst-
case scenario, and one in between. This will lend more credibility to 
your business plan.

Here are some common forecasting techniques:

 ⦁ Full Capacity. This technique is pretty simple: you forecast sell-
ing as many products (or performing as many jobs) as you can. 
Often a young entrepreneur who is going to school has only so 
much time to devote to the business. For example, if you can 
spend 10 hours a week making candles, and you can make 
20 candles an hour, your full capacity for a week would equal 
200 candles. If it turns out that you can’t sell all you can make, 
you’ll need to adjust your forecast.

 ⦁ Observational Data. One of the best ways to forecast sales is 
to observe your competitors’ customers. For example, if you are 
opening a restaurant, you could sit in the restaurants your target 
customers frequent that are near your desired location. You could 
note such things as the number of customers who ate in the 
restaurant, how much they spent, and what they ate. This data 
would help you forecast your own sales.

 ⦁ Industry Standards. To make a proper sales forecast, you 
will need to know how sales are estimated in your particular 
industry. For example, consultants, technicians, and design-
ers are usually paid by the hour. In contrast, sales forecasts for 
retail stores are sometimes based on sales per square foot. (So, 
for a retail store’s sales forecast, you would need to find out the 
annual sales per square foot for similar types and sizes of stores, 
in locations similar to yours. You would average the results, and 
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then multiply that dollar figure by the estimated f loor space of 
your business.)

 ⦁ Industry/Seasonal Cycles. Keep in mind the particular buy-
ing phases that apply to your industry. For example, some retail 
businesses do about 50 percent of their annual sales from the end 
of October to the end of December. Fireworks companies, on the 
other hand, do almost all of their business around July 4th. So vary 
your monthly sales estimates based on appropriate market cycles.

 ⦁ Team Effort. Many businesses find that getting multiple groups 
of people involved in the forecasting process is helpful. You get a 
broader perspective on issues when you ask customers, salespeople, 
sales support, and company executives to all provide feedback.

 ⦁ Number of Customers versus Distance. This technique is used 
primarily by businesses in which the customer must visit a physi-
cal store to make purchases. Examples include a hair or nail salon, 
a dry-cleaning business, and a car-wash. You would determine 
the number of households living within one mile of your business 
location that use your product/service. Then estimate how much 
they will spend for these items per year. Estimate what percentage 
of money they will spend with you as compared with your com-
petitors. You can use this technique with other distances, such as 
five miles and ten miles. Estimated sales figures usually get lower 
as the distance increases.

 ⦁ Market Share. If the main portion of your goods is sold via 
the Internet or by catalog, you first estimate your market share 
in terms of customers in your shipping range. Then calculate 
how often and how much the people in your market share 

◀  Figure 9-5

Sales Cycles
Florists are an example of an indus-
try greatly affected by sales cycles.
Predicting. In what months do you 
think florists sell the most? Why?
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might buy from you per year. Your annual sales estimate could 
be calculated as:

Number of              Number of              Average Amount of
Customers    

×
   Purchases per Year    

×
      Each Purchase   

⦁ Proportional Scaling. You should estimate sales separately for 
each product or service you sell. For each item, first estimate the 
quantity you think you will be selling six months from now. Then 
calculate the total of all sales per day. Next, multiply the sales per 
day by the number of days per month that you will be open for 
business. This determines the total sales per month. Using this 
as your goal for month 6, build up estimated monthly figures 
gradually, from little or no sales when the business first opens 
in month 1 to that monthly figure you calculated for month 6. 
Then gradually scale up your sales for months 7 through 12.

What are the four general steps taken in sales forecasting?

Your Business Plan. Continue developing your standard business plan. 
Go to Section 9.2 of the Business Plan Project in your Study Guide, or 
Section 9.2 in BizTech.

Reviewing Objectives
. Defi ne three roles you are likely to fi nd in a 

sales force.
2. What cost-related factors do you need to 

include in your plan for a sales force?
. Why is it important to make more than one 

type of sales forecast?

Critical Thinking
4. Inferring. Electronic training documents 

can be kept up-to-date more quickly and 
easily than printed ones. What other benefi ts 
might be gained by conducting training 
electronically? What disadvantages might 
there be?

5. Applying Concepts. Besides salary, com-
mission, and bonuses, what other things do 
you think would motivate salespeople to do 
their very best work?

Working Together
Team up with a classmate to research computer 
software products that perform sales forecast-
ing functions. Create a chart in Microsoft Word or 
Excel, or draw one on poster board, that compares 
major features and prices. Based on your research, 
make a recommendation to the rest of the class 
and explain the reasons behind your choice.

ASSESSMENT 9.2

Making Predictions
Like businesspeople, scientists make predic-
tions based on a combination of current 
observations and historical data. Find out 
what methods scientists use to predict the 
strength and time or location for one of the 
following: earthquakes, volcano eruptions, 
tornados, or hurricanes. Then write an essay 
that compares how scientific methods com-
pare with the methods businesspeople use 
to make forecasts. How are they alike? How 
are they different?

ScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScienceScience
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ENTREPRENEUR PROFILE

E-Media Mogul
When Timothy “Chip” Lowe was in middle school, 
two of his teachers wanted Websites. As Chip puts it, 
“They were willing to pay.” He didn’t know much about 
creating Websites, but he decided to take on the chal-
lenge. He did it successfully and his business began. 
He expanded his skills when the owner of a childcare 
facility needed a new technician to record her annual 
graduation ceremony. Chip did the recording and took 
it a step further by producing and selling DVDs to par-
ents of the preschoolers.

Taking Advantage of New Technology
As a ninth-grade student at The Academy of Entre-
preneurship at F.W. Buchholz High School in 
Gainesville, Florida, Chip won fi rst place in the Sunkist 
Challenge Viral Advertising Campaign. Viral adver-
tising is a form of marketing that takes advantage 
of technology. Chip’s viral ad campaign used what 
he called fi ve essential viral markets. They were the 
iPhone market, the TXT MSG (text messaging) mar-
ket, the Internet market (using Facebook), the bot-
tle market (using slogans on the back of the actual 
Sunkist bottles), and the music market (using QTrax 
to deliver digital music). For each component, Chip 
demonstrated a possible text message or other way 
that Sunkist could promote its products.

Chip has fi ve active Websites and three in produc-
tion. He produces graphic designs, Websites, CDs, and 
DVDs for two recording artists. He also does DVDs 
annually for two childcare graduation services. And 
he is launching a new hosting and e-mail service.

Pleasing the Customer
To Chip, being successful means making the customers 
feel important and providing them with good value 
for service and pricing. Although much of his busi-
ness is done online, he also needs to provide physical 
media: paper, CDs, and DVDs. At the beginning, Chip 
was using a low-quality printer and sometimes had 
to make several copies before getting an acceptable 
copy. Later he acquired a new color laser printer that 
provides much better quality. He’s also learned how to 
cut down the time it takes to make the CDs and DVDs. 

“As you progress in any business,” said Chip, “you learn 
tricks and simple ways to increase productivity.”

Chip plans on growing his company to become a 
well-known brand. He wants to expand to consumer-
friendly Web-based services. He has three secrets of 
success that have helped him so far and will be the 
foundation of his future growth. They are:

 ⦁ Do only what you know how to do, and do it 
extremely well.

 ⦁ Never sell a product or service you know is faulty 
or inadequate.

 ⦁ Always aim higher than your customers’ expecta-
tions so they become return customers.

Thinking like an entrepreneur
1. Have you ever used or seen viral marketing? Can 

you think of other components of viral marketing 
you would use?

2. How can you help customers become return 
customers?

3. Would you add anything to Chip’s secrets of suc-
cess, or do you think his three are enough to serve 
as the foundation for future growth?
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CHAPTER SUMMARY

9.1 Principles of Successful Selling
Personal selling is a promotional technique used by a company’s sales force to 
help build customer relationships, address customer questions and objections, 
and reach business customers more effectively. Some of the characteristics of 
successful salespeople include having a positive attitude, being a good listener, 
being persistent, working hard, and being truthful and consistent. You start 
the selling process by finding and qualifying sales leads through promotional 
responses, referrals, data mining, and cold calls. Next, you prepare for a sales 
call, which includes setting up an appointment, learning about the prospect, 
knowing your product or service, developing an overall selling strategy, and 
writing a presentation outline. When meeting with the prospect, you try to 
build rapport, ask questions, take notes, answer objections, and ask for a com-
mitment. The last steps in the selling process are the closing of the sale and 
following up with the sales account.

9.2 Estimating Sales
You do sales planning as you develop your marketing plan. One part of sales 
planning is deciding whether to use external or internal selling methods. 
External sales are obtained by hiring another company to do the selling for 
you. Internal sales are obtained by you or your employees selling your products 
or services. A sales force includes the order getters, the order takers, and the 
sales support. The next step is to estimate costs related to your sales plan. You 
need to make decisions about compensation: salary, commission, or a combina-
tion of the two. Sales training and travel expenses are two other costs related 
to the sales force. Finally, you make a sales forecast that predicts the amount 
of future sales your company expects to achieve over a certain time period. It 
includes analyzing current company and market conditions, reviewing your 
company’s past sales figures, making educated predictions about change and 
opportunity, and then estimating sales based on your research.

REVIEW VOCABULARY
Imagine that you have the sales support position of training a sales force. Create a PowerPoint presentation that 
introduces new salespeople to the basics of selling. Use at least 12 of the following terms in your presentation:

 ⦁ cold call (p. 242)

 ⦁ data mining (p. 242)

 ⦁ direct sales force (p. 250)

 ⦁ external sales (p. 249)

 ⦁ internal sales (p. 250)

 ⦁ objections (p. 239)

 ⦁ order getting (p. 250)

 ⦁ order taking (p. 251)

 ⦁ prospect (p. 242)

 ⦁ rapport (p. 244)

 ⦁ referral (p. 242)

 ⦁ sales account (p. 246)

 ⦁ sales call (p. 243)

 ⦁ sales force (p. 239)

 ⦁ sales forecast (p. 255)

 ⦁ sales lead (p. 242)

 ⦁ sales quota (p. 252)

 ⦁ sales support (p. 251)

 ⦁ sales territory (p. 253)



Selling Your Product  261

CHECK YOUR UNDERSTANDING
Choose the letter that best answers the question or 
completes the statement.

1. The approach that gives you the most control 
over the selling process is

a. external selling
b. direct selling
c. internal selling
d. none of the above

2. A common term used to identify people who are 
directly involved in the selling process is

a. sales callers
b. sales force
c. selling machine
d. none of the above

3. All of the following are examples of sales support 
positions except

a. trainers who teach and coach salespeople
b. offi  ce assistants to salespeople
c. retail clerks
d. support people who perform follow-up 

after the sale

4. The number of sales per month or quarter that a 
salesperson is expected to achieve is called a

a. commission
b. bonus
c. sales target
d. sales quota

5. The most successful salespeople
a. tell customers what they want to hear
b. know how to listen and ask questions
c. don’t have to make many sales calls
d. push until the prospect fi nally says yes

6. Sales forecasting can involve
a. a team eff ort
b. industry cycles
c. sales history
d. all of the above

7. In the selling process, prospecting involves all of 
the following except

a. asking for a commitment
b. asking for referrals
c. data mining
d. following up with trade show attendees

8. What legal document is often issued when a sale 
is complex, detailed, or occurs over an extended 
period of time?

a. sales receipt
b. sales contract
c. order form
d. none of the above

9. When making a sales forecast, it is a good 
idea to

a. use only one forecasting technique
b. focus on just the current month’s sales
c. update your SWOT analysis charts
d. none of the above

10. A sale is closed when
a. the salesperson asks for a commitment
b. the product or service is delivered
c. an order is placed
d. the customer is satisfi ed and payment 

is made

11. What method of payment is most often used to 
compensate salespeople?

a. base salary plus commission
b. salary-only
c. commission-only
d. straight commission plus bonus

12. In the selling process, contacting someone you 
do not know, without prior notice, is called a

a. sales call
b. promotional call
c. cold call
d. prospect call
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13. Working with a partner, research techniques for 
improving active listening skills. Practice these skills 
with each other, with one person taking the role 
of speaker and the other the role of listener. For 
three to fi ve minutes, the speaker should talk about 
a topic such as “What I want to do with my life” or 
“What I most enjoy doing.” Afterward, the speaker 
should give feedback to the listener on the listening 
skills demonstrated. Then switch roles and repeat 
the process.

14. Research design tips to create eff ective Power-
Point slides. Create a slide show that demonstrates 
examples of “good” and “bad” design.

15. Research characteristics that help make a speaker 
successful. Then, listen to two talks by diff erent 
speakers (on tape, television or in person). Take 
notes on how well you think each speaker commu-
nicates. Afterward, make a list of things you think 
each speaker could do to improve.

16. Suppose you want to open a retail drug store. 
You’ve already determined you will need sales 
of $250,000 by the end of the fi rst year to make 
a profi t. Your sales forecast predicts that you can 
capture 25% of the population within a two-mile 
radius of your store as customers. Your research 
indicates the following: (a) There are 5,000 people 
within two miles of your store; (b) Customers will 
visit your store fi ves times a year and spend an 
average of $35 per visit. Based on this data, will you 
meet your annual sales projection of $250,000?

17. Suppose the sales tax rate in your state is 4.75%. 
What is the sales tax amount on a $155.02 purchase? 
A $2,549.99 purchase?

18. Write an essay on the topic of “How Lying Impacts 
the Selling Process.” Explore reasons that sales-
people who lie increase customers’ resistance to 
buying rather than lowering it. Then work with a 
group to act out a scene in which a salesperson lies 
in the selling process. Finally, with the same group, 
act out the same scene, but this time show a sales-
person acting ethically, without lying. Try to have 
the salesperson demonstrate all six characteristics 
of successful salespeople.

19. Attend a sales demonstration or presentation in 
your local community. What selling techniques 
were used? From a prospect’s perspective, what do 
you think could have been done to make the dem-
onstration more eff ective?

20. Interview a salesperson in your community. Find 
out what the salesperson likes best and least 
about the work. Also, ask about the preparation 
for a sales call or other interaction with potential 
customers.
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ENTREPRENEURS & TECHNOLOGY

⦁ dedicated server
⦁ free Web host
⦁ shared Web hosting

⦁ uptime
⦁ Web hits

Check Yourself
1. How is a Web host similar to a landlord?

2. What is uptime and why is it important?

3. What are the three types of Web hosts?

4. What is one important factor influencing the 
cost of renting space on a Web host?

What Do You Think?
Solving Problems. What would happen if you had 
an e-commerce site on a Web server that stopped 
working?

Tech Vocabulary

Web Hosts
Think of a traditional business renting a “brick-and-
mortar” storefront. The business owner rents the space 
and pays a landlord every month. Web hosting works 
in a similar fashion. The owner of a Website rents space 
online from a Web host. A traditional storefront needs 
floor space, shelves for merchandise, and a cash register. 
A Website owner needs a place for Web graphics, such as 
pictures, video, and text. The Website owner can upload 
(transfer) new graphics, text, or video to the Web host. 
Just as the owner has a key to the store, the Website 
owner logs in to the Web host using a unique username 
and password so no one else can access the site.

Web hosts commonly provide tools that help some-
one set up a site. These tools typically include Web 
design tools, e-mail accounts, and domain name reg-
istration. For e-commerce sites—sites that are selling 
a product—Web hosts also typically include shopping 
cart technology.

Keeping Web Servers Online
Web hosts use Web servers to store information for 
every site using that Web host. In a sense, a Web server 
is the Web host’s brain. If a Web server stops working, 
due to a malfunction or other problem, no one can 
access the site. To prevent this, the Web host typically 
uses several Web servers at the same time, all contain-
ing the same information and often placed in different 
locations. If there’s a problem at one Web server loca-
tion, another server will make sure the site is still up 
and running. The amount of time a Website is online 
is called uptime. Web hosts generally promise that a 
Website will be online 99.9% of the time.

Types of Web Hosts
There are many opportunities to set up a Website by 
using a free Web host. Blogging software, such as Blog-
ger, is free to use, as is setting up a page at Myspace.
com. Most free Web hosts are limited in the types of 
Websites you can create. For instance, MySpace allows 
you to create a MySpace page, which is different from 
creating a unique, independent Website.

Shared Web hosting is the process of sharing server 
space with other Websites. Compare this to a dedicated 
server, which gives a Website its own server space. Very 
large, complicated sites may need a dedicated server. 
Most personal and small-business Websites use shared 
Web hosting.

Web Hosting Costs
For a small Website, renting space on a Web host can 
cost as little as $5.00 a month. However, it can cost the 
Website owner more if the Website gets a lot of visi-
tors. For example, a Web hosting package may allow 
for 5,000 visitors a day (these are also called Web hits). 
If the site goes over 5000 hits, the Website may go 
off-line so that it can’t be accessed unless you pay 
an additional fee. This is similar to a cell phone plan 
that has a limited number of minutes, after which you 
incur extra charges. If a Website starts getting a lot 
of “traffic” (yet another word for visitors), the owner 
of the Website will need to upgrade to a different 
plan—usually with the same Web host.
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When Eva started her business, she 

built a marketing plan and projected 

her � rst year’s sales. Then the hard 

work began! She actually had to go out 

and sell her services—and, in the � rst 

three months, things didn’t quite work 

out as she had planned.

A Recipe for Success?
Eva’s initial concept was to have � ve cli-
ents. She planned to cook one day during 
the week for each customer. She � gured 
it would take her about six hours per day 
to make � ve family-style dinners that the 
customer could reheat later. She had in-
cluded all of this in her business plan.

Eva thought she had done everything 
right. For instance, she thought about the 
Five P’s when creating her marketing mix:

People
Eva believed that her primary target mar-
ket were busy professionals who didn’t 
have time to cook dinner, but still wanted 
a healthy, affordable evening meal.

Product
Eva’s Edibles planned to sell family-style 
dinners that clients could heat up. Eva 
developed a large selection of high-qual-
ity menus from which customers could 
choose. She adapted them so she could 
increase the quantity based on the num-
ber of people in her client’s family. Eva 
made everything from scratch. Nothing 

came out of a can or box. And the food 
was delicious!

Place (and Distribution).
Eva planned to cook in her clients’ kitch-
ens. Eventually she hoped she could rent 
a shared-space commercial kitchen.

Price.
Eva planned to charge her customers $325 
for � ve dinners. Based on her research, 
she thought her pricing was about right, 
and lower than that of many competitors. 
Her fee included the cost of ingredients, 
shopping, preparation, cooking, storage, 
and kitchen clean-up. She would consult 
with her clients to make sure they were 
happy with her menu choices. And she 
would focus on healthy food preparation 
using organic ingredients.

Promotion
Eva emphasized the convenience of her 
service. Her customers didn’t have to cook 
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What Would You Have Done?

or even shop for food. She � gured this would 
allow them more time with family and friends 
and still provide the convenience and nutrition 
of home-cooked meals. Eva prepared a small but 
informative and colorful brochure. She also or-
dered business cards.

Then Eva began contacting satis� ed customers of 
her event-planning business. She also contacted 
anyone recommended by her parents, other family 
members, or friends. She selectively mailed her 
brochure with a cover letter to local professionals, 
using a mailing list she purchased.

Eva planned to meet with potential clients to 
discuss her services. She � gured that she would 
certainly have her � ve clients within one month. 
She even dreamed that there would be a wait-
ing list.

Then reality set in.
Couples didn’t seem to be that interested in 

her service. The biggest interest came from two-
income families that had two or more children. 
And the kids wanted very different meals from 
those of their parents. This increased the amount 
of time cooking. She also didn’t have many kid-
friendly meal choices.

This wasn’t at all what Eva was expecting. And 
it was taking her much longer to � nd clients than 
she had planned.

After three months, Eva knew she had to 
change her company’s direction. She began 

marketing more speci� cally to double-income 
families with children. She changed her brochure 
and emphasized that she could prepare kid-friend-
ly meals as well as “grown-up” food. The new 
approach seemed to work well and she had her 
� rst three clients.

Once she had satis� ed customers, Eva asked 
them for referrals and recommendation letters. 
She also began to use other promotional methods 
to showcase her meals. This included giving out 
samples of her food at shopping malls, cultural 
fairs, and other family-oriented locations. By her 
fourth month, she had � ve clients and one on a 
waiting list.

Missing the Target
Eva expected her business to have sales of about 
$80,000 in its � rst year. She � gured that she 
could supplement that by catering small parties 
on weekends. Due to her initial dif� culty in iden-
tifying her target market, her � rst three months 
did not produce nearly as much revenue as she 
had expected.

Luckily, Eva had invested $5,000 in the busi-
ness. This covered not only her start-up expendi-
tures, but also her operating expenses for three 
months and gave her an emergency fund.

1. Comparing/Contrasting. Eva discovered that she had misjudged her target market. What would you 
have done if this had happened to you?

2. Predicting. What other types of promotion might Eva have used once she had identiÿ ed her appropriate 
target market?


