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INTRODUCTION

There is a great need to understand the
nature of starting a new enterprise and
managing it through a developmental
stage to stability and survival. Since most
new companies remain in the small busi-
ness classification, the same need applies
to small businesses. Much of our techno-
logical and economic progress in the free
world comes from starting and building
new ventures, which are often more flex-
ible and creative vehicles for innovation
than large established companies.

What is different about managing a new
venture or a small company as compared
to a large and more stable organization?
Entrepreneurs and small business man-
agers usually have to face a higher degree
of risk, operate with greater uncertainty
and with less stability in terms of re-
sources, and assume a wider range of func-
tional and managerial responsibilities
than managers in large corporations. The
emphasis of business training in our so-
ciety is often on the functional activities
which are common to all business organ-
izations of any size, as well as on large
established companies rather than on new
or small and growing firms. However,
there seems to be a growing realization in
our society of the need to help entrepre-
neurs and other managers learn more

about the opportunities, risks, and prob-
lems involved in starting and building a
business enterprise.

Survival of the fittest applies in the
world of business and economics just as
it does in nature. And, in fact, we see that
only the fittest do survive. Where does the
elimination process take place? When
does it take place? A failed business re-
sults in lost resources, but a failing busi-
ness cannot survive, and probably should
not survive, in a nonproductive or non-
competitive posture. The right to attempt
and to fail is part of our free enterprise
system. Economically, it may be better not
to start a new business than to have it fail.
Yet the willingness to attempt risk is some-
thing we need to preserve. With every
right there is an obligation and a respon-
sibility. Everyone who attempts to start
a business ought to prepare well. I believe
that the elimination process in business
ventures should take place relatively more
in the planning and preparation stage and
relatively less after resources are commit-
ted which can be lost. One of the purposes
of this book is to help you learn how to
properly analyze, plan and prepare for a
new venture and to be able to screen out
ill-founded ventures that run a higher risk
of failure if they are started without sound
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xiv Introduction

planning and preparation. In this way, let
us not attempt to go against the law of
nature and the survival of the fittest but
rather attempt to move the elimination
process earlier so that those ventures that

are actually begun may be more success-
ful.

PURPOSE OF THIS BOOK

This book is written to help entrepreneurs
and managers, and those preparing for
such roles, to understand better the simi-
larities and differences between new ven-
tures and larger established firms and to
develop further skills and insight by work-
ing with case materials as well as concepts
and references.

New Enterprise Management is written
for:

New enterprise management courses

Small business management courses
Practicing entrepreneurs and managers

Those preparing to become entrepre-
neurs and managers

Whether you are a student preparing to
become an entrepreneur or manager, or are
already active in such roles, you can find
realistic, vicarious experiences in study-
ing the cases in this book in relation to
your own experience and in relation to the
concepts and references in the text of the
book. If you need greater depth of skill or
understanding in functional specifics,
there are some selected references in the
Appendices which will enable you to re-
view those functions in greater detail.
Rather than attempt to organize the book
along functional lines and to give techni-
cal details on the various business func-
tions, I have followed a developmental
sequence so that you who use the book
may relate it more readily to the process
of planning, startup, stability, growth, and

future development of a business organi-
zation.

HOW TO USE THIS BOOK

The text in the chapters of this book
discusses a variety of business functions
in a context of various stages in a business
venture. I recommend that you begin by
reading all of the text material in each of
the six chapters to familiarize yourself
with it early in the course you are taking
or in your study of the contents of the
book. This will give you an overview
which you can then use as a basis to de-
velop further understanding as you study
the text material and then analyze the
cases, chapter by chapter.

Graduate students generally have more
specific facility with functional skills and
can therefore concentrate more on the con-
cepts and the case issues in the time avail-
able for study.

Undergraduate students should have a
basic working knowledge of the business
functions but may need to spend more spe-
cific time on applying functional tools to
the cases as a basis for understanding their
situation and analyzing their issues.

Entrepreneurs and managers may have
varied preparation in business functions.
For this reason, as well as to enhance the
study of those using this book in class-
rooms, some functional references have
been included. Note, however, that I rec-
ommend the use of professional help for
the practicing entrepreneur or manager in
many specialized functional areas as soon
as it can be afforded. It appears that busi-
ness firms that use functional and mana-
gerial experts more extensively tend to be
more successful than business firms that
do not. However, as an entrepreneur or
manager you should at least become fa-
miliar with the functions in which you are
not actually proficient.



This book can also be useful to a would-
be entrepreneur or manager whether or not
you are studying in a formal class of in-
struction, For those of you in this category,

as well as for college students, it is espe-

cially important to note the encourage-
ment in the book to gain some experience
and familiarity with the area you wish to
enter by working with someone already in
that kind of business.

Thus, my intent is to help you bring to
practical application your own back-
ground of skill and training together with
some elements of research and experience
in the area of new enterprise. The empha-
sis of the book is to use theory, concept,
research findings, case situations, and
other functional tools to develop a famil-
iarity and some degree of proficiency with
entrepreneurial situations.

HOW TO STUDY CASES

Every case in this book is a real business
situation in which someone is faced with
decisions. All of the data in the cases are
factual; however, names are disguised in
several of the cases in order to respect con-
fidential information or sensitive issues.

The purpose of the cases is to provide
a basis for study, analysis, discussion, and
resolution of the issues involved. Nor-
mally this process will begin with your
individual preparation. If you are a stu-
dent in a college course, you should then
continue your analysis and discussion in
student groups, if possible. Then the case
study process can fully emerge in class
discussion guided by your professor. If
you are using this book for individual
study, please keep in mind that you have
an additional need to think through the
cases and challenge your own assump-
tions and those in the cases in order to
reach an understanding of the decision
situations that they portray.
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The cases in this book are not intended
to illustrate principles or theory as such
or to serve as examples of correct or in-
correct management. The world of busi-
ness is typically not abstract, theoretical
or clinical in nature. Entrepreneurs and
managers are rewarded for making effec-
tive decisions, not for defining theories or
discovering solutions or answers. In pre-
paring to make effective decisions you
must learn to generalize concepts from
study and experience so that a conscious
pattern of skill can help you deal with the
endless sequence of events for which there
is not a specific precedent. Cases can pro-
vide the basis for this kind of develop-
ment. They can also help you understand
and apply theory and technique in reach-
ing a recommendation or decision.

The key words in studying cases are
identify, interpret, analyze, decide (or rec-
ommend), and support. A conceptual
framework for your case study is provided
in the text material in the chapters. Ref-
erences for functional tools are also found
in the chapters as well as in the Append-
ices. Keep in mind that numbers are a nec-
essary means to an end. Most of the cases
in this book have some degree of numer-
ical analysis involved, but the numbers
aren’t the only issues. Sometimes the
numbers aren’t even the principal issues,
but you cannot safely ignore numbers. The
assignment questions at the end of the
cases should be helpful to you in your ap-
proach to the process of case analysis.

The cases in this book have been pre-
pared to include basic information rele-
vant to the central issues of a case. No case
could include all of the detail you think
you might want. One of the advantages in
working with cases is the opportunity to
learn to make effective analyses and de-
cisions on the basis of limited information.
The appropriate question to raise is
whether you have made good use of what
information you do have. If you will do
this, you should find that the study of



xvi Introduction
cases can be a rewarding experience
which will help you develop skills beyond
what you could gain through lectures of
principles alone.

HOW TO KEEP
WELL INFORMED

Time is a resource which we all have
in common. It is a precious resource which
must be used carefully. As you prepare in
college or in other ways to start and man-
age a business, you will need to use your
time wisely in order to do well in your
preparations. Then when you begin to par-
ticipate in entrepreneurial and managerial
activities you will find that the pressure
on your time increases. You will spend
most of your time working with your busi-
ness and probably feel that you will have
too little time to read or study. Therefore,
I encourage you to prepare yourself well
if you are in the stage of preparation. If
you are now in the stage of business de-
velopment and operation, or when you
reach that stage, please remember the need
to improve continually your skills and
keep up with what is going on in the busi-
ness world.

The information explosion is perhaps
most dramatic in science and technology,
but it is just as critical in other business
functions and especially in a managerial
and entrepreneurial role. Here are a few
suggestions to help you use your limited
time to keep current without being over-
whelmed by excessive information.

First, try to become aware and stay
aware of the major information sources
available to you and relevant to what you
are doing. Second, be selective. By that,
I mean refrain from attempting to read too
much, or you will find that you are piling
up reading material on your desk and ac-
tually reading very little of it. Third, set
aside some regular time for study and re-

view. If you do not do this, you will find
that other activities will take up your time
and you have no time left for study.

Your local public or university library
can be one of your best friends for the pur-
pose of keeping current. If you will visit
regularly, you can learn of new books and
publications in your specific field of in-
terest. Many of the periodicals that you
will want to read can be available in such
a library.

Regular and thorough reading of just a
few periodicals probably justifies a sub-
scription. For example, I would recom-
mend that you subscribe to The Wall
Street Journal and Business Week. Also,
I recommend that you subscribe to one or
several specific industry publications rel-
evant to the kind of business in which you
are engaged or plan to become involved.
As your business grows, some of your
functional managers will want to sub-
scribe to publications of their own organ-
izations.

Here are several other sources of infor-
mation I encourage you to consider:

You should consider becoming a mem-
ber of the National Federation of Inde-
pendent Business (NFIB). This organi-
zation is located at 490 L’Enfant Plaza
East, S. W., Suite 3206, Washington,
D.C. 20024. 1t also has a West Coast lo-
cation at 150 West 20th Avenue, San
Mateo, California 94403. The NFIB has
630,000 members and is engaged in pro-
viding information to its members and
in lobbying for favorable business leg-
islation at the federal, state, and local
levels. NFIB provides a newsletter
which contains valuable business in-
formation. The NFIB alsoc conducts
quarter]ly surveys of members in order
to obtain representative information for
influencing legislation. NFIB members
are alerted to current legislative issues
which may interest or affect them.



The Business Owner is published for
owners and managers of business firms.

Banks often publish newsletters, some
of which are mailed upon request with-
out charge. For example, for many years
I have read the Economic Report pub-
lished by the Manufacturers Hanover
Company, 350 Park Avenue, New York,
New York 10022. Also, the Chase Man-
hattan Bank publishes a complimentary
periodical, and other banks publish
newsletters, some of which are pro-
vided on a complimentary basis.

The Small Business Administration has
several newsletters and a number of
publications which may be of interest
to you.

Bank of America publishes a Small
Business Reporter series.

Recently there have been several new
periodicals in the entrepreneurial field,
such as Inc., The Entrepreneur, and
Venture.

Nation’s Business is published by the
U.S. Chamber of Commerce and is
worth reading regularly.

You might also consider subscribing to
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the Journal of Small Business Manage-
ment which is published by the Bureau of
Business Research, West Virginia Univer-
sity, Morgantown, West Virginia 26506.

The Journal is co-sponsored by the In-
ternational Council for Small Business
Management Development, which is open
to membership by businessmen, educa-
tors, professionals, and government rep-
resentatives,

Information on membership in the In-
ternational Council is available from the
Office of the Journal at West Virginia
University.

There are many other periodicals worth
reading if you have the time. Harvard
Business Review and Fortune may seem
criented to the world of big business and
to some extent they are. However, they do
have much information of interest to you
if you care to read them.

There are other sources of information
listed in Appendix B of this book. Let me
emphasize to you the importance of se-
lecting a few good ones that cover the
ground for you and then reading them reg-
ularly and thoughtfully while avoiding the
temptation to try to read too many things
in haste.
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BACKGROUND OF
BUSINESS
ENTREPRENEURSHIP

THE NATURE OF ENTERPRISE

The free enterprise system in the United
States has long been a model for the rest
of the world. In the United States there are
fewer restrictions to starting a business
than in almost any country, and there are
larger markets and more opportunities for
new ventures than in most other countries.
If you have resources and ability and are
able to meet the needs of the market with
some product or service, you can start up
a new business in the United States quite
easily, so long as you meet existing regu-
lations for licenses, taxes, zoning, and the
like.

How many business firms are there in
the United States? In what legal form do
they do business? What is their sales rev-
enue and net profit?

There were a total of 14,599,000 busi-
ness firms in the United States in 1976,
according to the Statistical Abstract of the
United States, 1879 edition (see Table 1-

1). Total receipts of these business firms
were approximately 4.14 trillion dollars.
Net income (less deficits) was 245 billion
dollars in 1976.

Proprietorships are the form of the larg-
est number of businesses (11.4 million),
but corporations got 87 percent of all re-
ceipts of business. Partnerships have less
than one half of the receipts of proprie-
torships and only about 20 percent as
much net income as proprietorships. In
Chapter 2 of the book we will further con-
sider the nature of these three forms of
business, and other forms.

Table 1-1 also shows that in the 1970s
the number of business firms in the United
States increased at a faster rate than the
population. This indicates that relatively
more people are entering into business
than in the 1960s.

What are the sizes of business firms in
the United States? Most firms are small,
in terms of sales revenue. In 1975, nearly
two-thirds of all United States businesses

1



2 Background of Business Entrepreneurship

Table 1-1

Proprietorships, Partnerships, and Corporations—Number, Receipts,
and Income: 1960 to 1976

Item 1960 1965 1970 1973 1974 1975 1976

Number {Total) 1,000 11,172 11,416 12,001 13,592 13,902 13,979 14,559
Receipts bil. dol 1,095 1,469 2,082 2,994 3,657 3,685 4,141
Net income (less deficit) bil. dol 73 111 109 176 201 196 245
Proprietorships, number 1,000 9,090 9,078 9,400 10,648 10,874 10,882 11,358
Business receipts bil. dol 171 199 238 311 328 339 375
Net income (less deficitj bil. dol 21 28 33 47 46 45 50
Partnerships, number 1,000 941 914 936 1,039 1,062 1,073 1,096
Total receipts bil. dol 74 75 93 125 139 147 160
Net income (less deficit) bil. dol 8 10 10 9 9 8 10
Corporations, number 1,000 1,141 1,424 1,665 1,905 1,966 2,024 2,105
Total receipts bil. dol 849 1,195 1,751 2,558 3,090 3,199 3,606

Percent of all firms

receipts 77.5 81.3 84.1 85.4 86.9 86.8 87.1

Net income (less deficit) bil. dol 44 74 66 120 146 143 185
Population (million) 181 194 205 210 212 214 215
Population per business firm 16.2 17.0 17.1 15.5 15.2 15.3 14.8

Source: Statistical Abstract of the U.S., 1979.

had total sales of under $25,000 (See Table
1-2).

About 97 percent of all business firms
in the United States are classed as “small”
by the Small Business Administration,
which defines a small business in terms
of its number of employees in relation to
its industry.

How many new businesses are started?
How many fail? Why do they fail?

New business incorporations have been
increasing since 1960, and business fail-
ures have been decreasing (see Table 1-3).
There aren’t any complete records of the
number of new partnerships and propri-
etorships, although the net gain in those
can be approximated from Table 1-1. Busi-
ness failures in Table 1-3 generally are
those that involve default on recorded li-

abilities. There are believed to be many
more uncounted failures whose liabilities
may not be a matter of record.

Folklore among venture capitalists is
that 16 out of 17 business firms eventually
fail. Another expression often heard is that
four out of five new business firms fail
within their first five years. We really do
not know the failure rate, but it appears
to be a very high percentage. The figures
in Table 1-3 show a declining failure rate
for 1978, but the recession of 1979-80 is
showing an increase in business failures,
especially among small firms.

What are the main causes of business
failure? Lack of adequate capital is a rea-
son often given by businessmen who fail.
Lack of management ability is frequently
mentioned by creditors and investors, and
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Table 1-2
Number of Business Firms by Size of Receipts
1975
Total Number (1,000) Receipts (bil. dol)
Size Class of Number | Receipts | Propri- | Part- | Cor- Propri-| Part- | Cor-
Receipts (1.000) (bil. etor- ner- pora- etor- ner- pora-
dol.) ships ships | tions ships | ships | tions
Total 13.979 3,446.9 10,882 |1,073 | 2,024 339.2 {146.0 {2,961.7
Under $25,000 9,107 54.7 8,008 550 469 48.3 4.0 2.4
$25,000-$49,999 1,519 531 1,192 141 186 42.6 5.1 5.4
$50,000-$99,999 1,217 86.3 852 134 261 59.6 9.6 17.1
$100,000-$199,999 461 114 63.4 16.2
h75 0. .
$200,000-$499,999 ! 330.2 235 91 674 8.2 | 27.7 | 1947
$500,000-$999,999 249 168.7 39 26 184 26.4 17.4 124.9
$1,000,000 or more 284 2,753,9 15 19 250 30.7 66.0 }12,657.2
Percent Distribution
Under $25,000 65.1 1.6 74.4 51.2 23.2 14.2 2.7 1
$25,000-$49,999 10.9 1.5 11.0 13.1 9.2 12.6 3.5 .2
$50,000-$99,999 8.9 2.5 7.8 12.5 12.9 17.6 6.6 .6
$100,000-$199.999 4.2 10.6 19.0 11.1
e 9, 33, ,
$200,000-$499,999 1.3 6 2.1 8.4 3 20.1 | 18.9 5.2
$500,000-$999,999 1.8 4.9 .3 2.4 9.1 7.8 11.9 4.2
$1,000,000 or more 2.0 79.9 ! 1.7 12.4 9.0 45.4 89.7
Source: Statistical Abstract of the U.S., 1979.
Table 1-3

New Business Concerns and Business Failures: 1960 to 1978

Formations and Failures

1960 1965 1870 1972 1973 1974 1975 1976 1977 1978

Business formations:

Index, net formations

(1967 = 100)

New incorporations-1,000

Failures, number-1,000

94.5 99.5 107.1 115.5 1155 111.2 108.9 117.2 126.6 133.0

Rate per 10,000 concerns

183 204 264 317 329 319 326 376 436 478
15.4 13.5 10.7 9.6 9.3 99 114 9.6 79 6.6

57 53 44 38 36 38 48 35 28 24

Source: Statistical Abstract of the U.S., 1979.




4 Background of Business Entrepreneurship

poor recordkeeping and lack of marketing
skill are mentioned by the Small Business
Administration as being leading causes of
failure.

Managerial incompetence or inexperi-
ence is cited by the Bank of America as
“the number one cause, underlying 90 per-
cent of all failures,” according to an article
in the November 1980 issue of CPA Client
Bulletin. That article also lists other
causes mentioned by the Bank of America
and three other sources, all of which are
summarized in Table 1-4.

Notice the similarity in some of the
causes listed by different sources. Of all

the causes listed, most are cantrollable by
management. Other reasons could be men-
tioned. Management cannot foresee all of
the specific problems that might appear,
but you need to be aware of the major
causes of failure as seen by others and to
recognize that competence and experience
in running a business is needed in order
to succeed.

How does a business make a profit?
“Buy low and sell high,” goes the old saw.
Of course you have to do that in some way,
but let us look a little deeper. How do you
create values that enable you to sell some-
thing for more than you paid for it?

Table 1-4

Causes of Business Failure

Government
Analysis

Cause

Dun and Bank
Bradstreet of
Study America

A A Large
Accounting
Firm

Inadequate Accounting Systems
Poor Location

Lack of Marketing Skills

Lack of a Capital Budget
Inadequate Provisions for Contingencies
Lack of Management Skills
Excessive Inventory
Incompetence

Lack of Experience

Neglect

Fraud

Disaster

Poor Recordkeeping

Reckless Money Management
Lack of Formal Planning

Poor Use of Management Time
Insufficient Marketing Talent
Indifferent Employees

Inability to Cope with Growth

X X
X
X

tel el ala
P4 P4 D4

el eReRaRalalsl

Source: Compiled from CPA Client Bulletin, November 1980, American Institute of Certified Public Ac-

countants, Inc.




On the personal level, skill in making
a product or performing a service needed
and wanted by a customer can yield a prof-
itable price of the article or compensation
for the service. Marketing seeks to make
customers aware of the values to them of
your products compared to their alterna-
tives and to deliver those products to them
in a way that will fill their needs profitably
for them and for you. Manufacturing has
always existed on a personal handicraft
scale but makes its substantial profits
through economies of scale (mass produc-
tion) made paossible by capital equipment
and labor specialization. Financial lever-
age, the use of borrowed funds to earn
more than they cost, has made possible
large-scale projects as well as smaller tech-
nological advances. R & D (research and
development) can yield profits through
new technology as well as through inno-
vations in marketing, finance, organiza-
tion and overall strategy. All of these func-
tions must enable you to fill customers’
needs in such a way that the customer can
and will pay you more than it costs you
to fill those needs.

FUNDAMENTAL BUSINESS
DECISIONS

Decisions for a new business are in
many respects similar to those in larger
companies. Some business decisions with
which most firms must be concerned in-
clude the following:

What goods or services are to be pro-
duced?

For whom are they to be produced?
Wha is the customer?

How many units of what item will be
produced at what time?

What price is to be charged for which
items? How is price to be determined?
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How will information about the product
or service be conveyed to the potential
buyer?

What items of raw materials or mer-
chandise are to be purchased?

How much inventory will be kept on
hand? When will new stock be ordered?
In what quantity?

What price will be paid for those in-
puts?

What quality and specifications will be
required?
What sources will be used?

What capital machinery, fixtures, and
facilities are to be used or acquired?

Where will the business be located?

How much capital will be required?
From what source? On what terms?

What employees will be hired? What
will they be paid? What fringe benefits?

What working conditions will be estab-
lished for employees?

How will union activity, if any, be han-
dled?

How will government regulatory re-
guirements be met?

While this is an incomplete list of all
possible business decisions, it does illus-
trate some of the essential kinds of deci-
sions that have to be made, many of them
on a recurring basis. The making of these
decisions in a business firm is the work of
managers. In a new venture, the entrepre-
neur may be the only manager to make
decisions at the start. In contemplating a
new venture, many of these and other de-
cisions need to be worked out in advance
on an organized planning basis.

ENTREPRENEURSHIP

Entrepreneur is defined (Webster’s New
World Dictionary) as “a person who or-



