Lectures:

National Foundation for Teaching Entrepreneurship:

How to Start and Operate a Small Business

Lecture 1

Chapter 1 – What is entrepreneurship?

Differences Between Employees and Entrepreneurs

Think Like an Entrepreneur – 

· Listen to others

· Observe what successful businesses do and do well

· Think – analyze the problem and what service can solve it.

Business Must Make a Profit to Stay in Business

Profit is a Sign that the Entrepreneur is Adding Value to the Market – 

· Fight over scarce resources

The Economic Question – 

· What should be produced?

· How will it be produced?

· Who gets to have what is produced?

· Capital

· Capitalism

· Economy

Voluntary Exchange
· Free trade system
Benefits of Free Enterprise
· Rewards must outweigh costs
· Profit may not be only important reward
Entrepreneurs Can View Change as Opportunity
· Change in the economy – real estate as opportunity
Why be an Entrepreneur?
· Disadvantages

· Business failure – responsibility
· Obstacles
· Loneliness
· Financial insecurity
· Long hours/hard work
· Advantages

· Control over time
· Creative fulfilling time
· Opportunity to create great wealth
· Control over compensation
· Pay yourself a salary
· Pay yourself a wage
· Take a dividend
· Take a commission
· Control over working conditions
· Self-evaluation
· Participation in an international community
· Opportunities to help one’s community
Ownership is the Key to Wealth
· Long-term wealth

· Residual income

· Exit strategy
Living a Life you will Love

· Wealth
· Influence
· Control
Profit is the Reward for Satisfying a Customer Need

Chapter 2 – The Building Block of Business
Economics of the One Unit of Sale (EOU)

· Gross Profit – price minus cost of good sold

· Unit of Sale 

· Retail – one item

· Manufacturing – one order

· Service – one hour of service time

· Wholesale – a dozen of one item

· Combination
Cost of Goods Sold for One Unit
· Cost of selling one unit

· Selling price per unit – 

· Cost of Goods Sold =

· Gross profit per unit
Selling Multiple Units
· Average sale per customer – 

· Average cost per customer =

· Average gross profit per customer
Types of Business

· Manufacturing – makes a product and sells them in bulk

· Wholesale – buys in bulk and sells in smaller quantities

· Retail – sells one at a time

· Service – sells intangible products

Cost of Labor in the EOU
· Cost associated with the sale of one unit of sale
Going for Volume

· Sometimes it is smarter to produce in volume 
Becoming a Business Leader

· From Labor to Leadership

Chapter 3 – Return on Investment

Investment
· Time, energy, money put into a business
Return on Investment

· Calculated as the money or profit gained with your investment (paying it back)
Net profit
Investment = ROI
Risk 

· Chance of losing your money/investment

Risk/return relationship

· Rate of return – riskier investments should earn higher rates

· Interest rate –

Risk and returns are high in small business

· Small scale – won’t need as much profit to get a high ROI
· Quick decision making – can solve problems and meet customer needs faster than larger firms
· Industry knowledge – If an expert, in a better position to spot warning signs and stay out of trouble
· Lower operating costs – sweat equity

Going to college is the best investment you can make

· Who wants to be a millionaire?
Goal setting
· Something you wish to accomplish in the future

· Write them down

· Stay focused
The time value of money – 
· Invested money grows by compounding
· Rule of 72 – 
· Divide 72 by the interest rate to find the number of years it will take to double your money at a given return rate
Chapter 4 – Opportunity Recognition
Where Others See Problems, Entrepreneurs Recognize Opportunities
· Bill Gates - Microsoft

· Anita Roddick – The Body Shop
Look at Problems to See Opportunities
· DREAM!!!

· What has always bothered you?

· Have you thought of a way to fix it?
Use your Imagination to Create Opportunities

Ideas are not Necessarily Opportunities
· Opportunities are based on what consumers want
· Window of opportunity
· Consumer need?
· Resources and skills?
· Supply the product?
· Will it work in your community?
· Get it up and running before window closes?
· Sustainable?
Changing Trends Are Also Opportunities
· Russell Simmons – Def Jam
10 Rules of Building Successful Businesses – 


1.   Recognize an opportunity


2.   Evaluate it with critical thinking


3.   Write a business plan


4.   Build a team


5.   Gather resources


6.   Decide ownership


7.   Keep good financial records


8.   Stay aware


9.   Keep satisfying consumer needs


10.  Create wealth

The Six Roots of Opportunity

1. Problems

2. Changes

3. Inventions

4. Competition

5. Technological advances

6. Unique knowledge

Business Formation Opportunities – Your Friends

Cost/Benefit Analysis
· Every opportunity requires investment
· Costs
· Benefits
· Decision
Opportunity Cost
· Cost of your next big investment
· Army 
· Training
· Travel
· Money for college
· Delay college
· Loss of opportunity to make money
The Value of Your Time

Apply Cost/Benefit Analysis to Personal Decisions

Education Only Seems Expensive

SWOT Analysis
· Strengths
· Weaknesses
· Opportunities
· Threats
Broaden your mind

Chapter 5 – Characteristics of the Successful Entrepreneur
What kind of people become entrepreneurs?

The entrepreneur needs energy

Characteristics of the successful entrepreneur

· Adaptability
· Competitiveness
· Confidence
· Drive
· Honesty
· Organizations
· Persuasiveness
· Discipline
· Perseverance
· Risk taking
· Understanding
· Vision
Entrepreneurs are optimists – Positive Mental Attitude
Self-esteem: a positive attitude about yourself

The father of positive mental attitude

50 positive quotes to help you develop a positive mental attitude – Page 61 – 64

A company’s core beliefs

Chapter 6 – Supply and Demand
Free market vs. command economy

· Free enterprise system

· Command economy – government sets prices, tells people where they can work, and how much they can earn

A free market is more efficient than a command economy

Most economies are a mix

Ownership is powerful

Price communicates information

Supply and Demand

The Laws of Supply and Demand Determine Prices in a Free Market Economy
Using the laws of supply and demand to predict behavior

Supply and demand schedules

The market clearing price – the price at which the number of products a customer is willing to buy and the number a seller is willing to sell match.

Competition keeps prices down and quality high

Competition Verses Monopoly

Chapter 7 – Inventions and Product Development
Do you use your creativity?

The entrepreneur is a market-minded artist

Lateral thinking increases creativity

Challenge assumptions to solve problems – Nail exercise
Research suggests intelligence can be improved

You have unique knowledge

Your market

Practical Daydreaming
Product development

1. Play with possibilities

2. Think of possible solution to problems in your neighborhood, community, or even world

3. Make a model of the product

4. Find out who might manufacture your product: have a prototype made

a. Models and Prototypes
5. Do a reality check

Patents

Early African – American Inventors
From inventions to fame and fortune

More recent success stories

Women inventors

Hispanic-American Inventors
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Chapter 8 – Selecting Your Business

Listen to your Market

Product or Service?
· Product – something that exists in nature or is made by human beings – tangible, can be touched

· Service – work that provides time, skills, or expertise in exchange for money. Intangible and can’t be touched.

Four Basic Business Types – 
· Manufacturing – makes a tangible product

· Wholesale – buys in quantity from the manufacturer and sells to the retailer

· Retailer – sells to the consumer

· Service – sells an intangible product to the consumer

Turning hobbies, skills, and interests into business – refer to Star Profile

Your strategy for beating the competition
· Quality

· Price

· Location

· Selection

· Service

· Speed/turnaround

Ethics of conducting business

· Not against the law

· Will not hurt others

· Not spread negative messages or ideas in the marketplace

100 business Ideas for Young Entrepreneurs
Naming your business

· Risks of using your name in the business
Money alone is not a good reason to start a business

How could your dream help the community?

What is the value of your time?

Entrepreneurs and philanthropy

Chapter 9 – The Costs of Running a Business

Define your unit of sale

Three Kinds of Costs
Costs: Varied and fixed

· Costs of goods sold or costs of services sold
· Materials

· Labor
· Other variable costs
· Commissions
· Shipping and handling
Calculating gross profit per unit

Total Costs Per Unit

Selling price – cost of goods sold – other variable costs – gross profit

Calculating gross profit

Cost of services sold (COSS)

Handling Economics of One Unit per sale (EOUs) when selling more than one product

An EOU with a variety of costs

The fixed costs of operating your business
· Overhead – costs such as

· Utilities 

· Salaries

· Advertising insurance

· Interest

· Rent

· Depreciation

· Depreciation – method used to save the money that will be needed to replace expensive pieces of equipment

Fixed costs do change – over time

Economics of sale
· Spread fixed costs over as much output as possible

· Get better deals from suppliers
Make your fixed costs variable whenever possible

Fully allocating your fixed costs

Keep at least three months in reserve to cover fixed costs

Chapter 10 – What is Marketing?

Identifying and responding to customer needs – 
· Marketing – satisfying the customer at a profit – the art of getting the customer to come to the product.

Meet your customer’s needs to gain their loyalty

Marketing explains the benefits of a product

The marketing vision drives all business decisions

Marketing establishes your brand

Focus your brand

Ford’s costly failure – the Edsel

Ford’s marketing success – the Mustang

How to build your brand

· Choose a business name that is easy to remember, describes your business, and establishes mind share (The degree your business comes to mind when a customer needs something).

· Create a logo that symbolizes your business to the customer

· Develop a good reputation

· Create a brand personality

· Communicate your brand personality to your target market

Represent your brand

Mind share verses market share

The Four P’s
· Product – should meet the need or create a consumer need

· Place – place your product where customers who need it do their shopping

· Price – the product has to be priced low enough so the public will buy it, and high enough for the business to make a profit.

· Promotion – consist of advertising, publicity, and promotional items

The Basics of Business Success
How can you tell if your promotions are working?

Philanthropy can bring positive publicity
· Cause-related marketing – social, environmental, or political cause

Chapter 11 – Market Research

Listen to the consumer

Tangible market demographics

Types of market research

· Surveys

· General research

· Statistical research

· Industry research

Your research method is important

Market Research Questions
Research your market before you open your business

Do you know ten people who love your product?  You may have a winner

Make market research ongoing

Who is in your market segment?

Researching your market segment

Market research avoids costly mistakes

Chapter 12 – Keeping Good Records

Keep Daily Financial Records

Three reasons to keep good records every day

· Keeping good records will show you how to make your business more profitable

· Keep accurate records to create financial statement and ratios that will show your business is doing well

· Keeping good records will prove that payments have been made

The banking relationship

Savings accounts

Checking accounts

Writing a Check
Technology tip: 24-hour banking and online banking

A basic accounting system – will cover in the QuickBooks section

Save receipts for tax time

Basic accounting principles

· Keep up your records daily

· Support your records with receipts and invoices

· Use business checks for business expenses

· Avoid using cash for business

· Deposit money from sales right away

Assets, Liability, Owner’s Equity Review
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Chapter 13 – Income Statements

The Income Statement is the Scorecard

· Companies create monthly, quarterly, and annual income statements
The Eight Parts of an Income Statements

· Revenue – money received from sales of the company’s product or service
· Cost of Goods Sold (COGS) – costs of the materials used to make the product plus the cost of the labor used to make the product
· Other Variable Costs – Costs that vary with sales such as commissions and shipping
· Gross Profit – To calculate, subtract COGS and other variable costs from revenue
· Fixed Costs – Costs of operating a business that don’t vary with sales (utilities, salaries, advertising, insurance, rent, and depreciation)
· Pre-tax Profit – Gross profit minus fixed costs prior to paying taxes (used to gauge how much a business pays in taxes)
· Taxes – Based on income
· Net Profit/(Loss) – Business’s profit or loss after taxes have been paid
Fully Allocated Costs

· After being in business for a while, enough information is available to figure out how much of all costs (not just COGS and other variable costs) are covered each time you sell one unit.

The Double Bottom Line

· The bottom line refers to the last line on the income statement (net profits)
· Another set of issues related to community improvement include:
· Protect the environment
· Help the community
· Treat employees with respect
· Double bottom line is making a profit and improving society 
Pie Charts

· Demonstrate monthly income statements in a pie sector fashion.
Bar Graphs

· Bars of different heights are used to illustrate data.
How Entrepreneurs Use Sales Data

· Income statements show the entrepreneur a glance of revenue the business is bringing in.  
· Used to assess supplies, personnel, projected sales, etc. 
Financial Ratios Can Help!

· Create financial ratios such as return on investment (ROI).
Same Size Analysis

· Divide sales into each line item and multiply by 100 to express each line item as a percentage, or share of sales.

· Makes clear how much each item is affecting the business’s profit.

Operating Ratio
· When you divide sales into one of your fixed costs, you get an operating ratio. 

· It tells you what percentage of each dollar of revenue is being used to pay the cost.

Return on Sales (ROS)

· Divide sales into net profit.  
· Also called profit margin.
Projected Monthly Income Statement
· A budget that business owners come up with to project sales and revenue.

Chapter 14 – Financing Strategy

Start-Up Capital

· The capital needed to get the business off of the ground.
Keep a Reserve

· A cash reserve equals at least half of the start-up cost.  

Payback

· Tells you and investors how long it will take your business to earn enough profit to cover the start-up investment.

Financing Your Business
· Debt financing – borrowing money from a person or institution and signing a promissory note.

· Equity – trading a percentage of the ownership for money.
Debt Financing – Advantages

· The lender has no say in the future or direction of the business as long as payments are made.  

· Don’t give up ownership

· Payment plan is predictable
Debt Financing – Disadvantages

· If the loan payments are not made, the lender can force the businesses into bankruptcy.
· If not incorporated, the lender can force the owner to sell personal assets.
· Takes time to get a business going – banks want their money
· Companies relying on debt financing are leveraged.
Basic Legal Structures

· Sole Proprietorship – business owned by one person and they are liable for all debt.
· Partnership – ownership and risk are shared by two or more people
· Corporation – 
· An entity composed of stockholders who own pieces of the company.  
· Owners not personally liable.
· Nonprofit Corporation – 
· Called a 501(c)(3)
· Corporation whose mission is to improve society in some way
· Cooperative – 
· A business owned and controlled by the customers/members who use its services
· Each member has one vote in all decisions
Equity Financing 

· An equity investor invests money in a business in exchange for ownership

· Investor takes a risk because if the business doesn’t make a profit, neither does the investor.

· Advantage is that money doesn’t have to be paid back unless the business is successful.
Debt and Equity
· Most companies are financed by debt and equity

· A corporation may issue bonds and sell stock

· A bond is an interest bearing certificate representing the corporation’s promise to pay back the bondholder the amount lent plus interest.

· Corporations sell stock to raise equity financing.
Ratios 

· Debt-to-equity ratio means for every dollar of debt, there is one dollar of equity.

Debt Ratio
· The amount of debt divided by the amount of the assets
Alternative Financing 
· Sell equity close to home – friends and family

· Micro-loan financing – from $100-$25,000

· Angel financing – 

· Angels are investors typically worth over $1 million

· AF ranges from $100,000-$500,000

· Bootstrap financing – getting the business off the ground by

· Hiring as few employees as possible

· Borrowing or renting equipment

· Using personal savings

· Arranging small loans from friends and family

· Business incubators
Chapter 15 – Negotiation: Achieving Goals Through Compromise

Negotiation – 

· The process of achieving one’s goals through give and take
Compromise – 
· Sacrificing something you want so that an agreement can be reached that will make both parties happy.

· Other party not an enemy

· Best negotiators are tough and resourceful.

Before the Negotiation

· Set goals and organize thoughts

· Decide on boundaries

· Put self into the other parties shoes

· Don’t talk dollars until you have to.

During Negotiations

· Listen

· Let the other person name the dollar amount first

· Try extremes

· Show willingness to bargain

· Silence can be an important tool

· Always ask for more than has been offered.

Don’t Let “Maybe” Waste Your Time
· Negotiations should end in yes or no.

· Maybe drags it out and leaves both parties in limbo

Chapter 16 – From the Wholesaler to the Trade Fair: A Real-Life Business Experience

Getting the Wholesale Price

· Wholesalers buy in larger quantities for cheaper price

· Retailers buy fewer and sell higher
Finding Wholesalers

· Business to business guide

· See page 211-212
Selling at a Trade Fair

· Once purchased, goods can be sold at a trade fair

· Keep prices low
Getting Prepared by Knowing your Economics of One Unit

· Before you start selling, figure EOU

· Include variable costs

Trade Fair Financials
· Cash sales – separate personal from business money

· Sales receipts – add up sales receipts (should match up)

· At the end of the day – create an income statement

· Use an inventory sheet

Chapter 17 – Competitive Strategy: Define Your Business, Mission, and Tactics

Competitive Advantage as Strategy
· Business Definition – What your business is about
· The Competitive Advantage – Why you expect to succeed in competitive marketplace
· Communicated in a mission statement
· Tactics – specific actions and activities required to carry out your strategy
Business Definition – 3 elements

· The Offer – what you will sell
· Target Market – 
· Production and Delivery Capability
· Must answer what, who, and how
· What is the business offer
· Who will the business serve
· How will the business provide the products or services it offers?
Competitive Advantage

· Competitive Offers – compare to competitors
· Unique Selling Proposition – what is unique
· Cost Structure – is the cost of doing business different
Six Sources of Competitive Advantage

· Quality
· Price
· Location
· Selection
· Service
· Speed/turnaround
Is Your Competitive Advantage Strong Enough

· Sell to a market that is large and growing
· Sell to a market where the competition is able to make a profit
· Where competition is succeeding but not too strong
· Sell what fills a need
· Sell at an attractive price
Mission

· Use your competitive advantage to satisfy your customers.
· Concise communication of your strategy
· Tells customers and employees what your business is about
Tactics Carry Out Strategy

· Sales plan – identify prospects and convert them to sales
· Market communications – how communicate with customers
· Operating plan – manage internal operations
· Budget – plan to manage expenses and revenues
Cooperate to Compete

Chapter 18 – Developing Your Marketing Mix

Marketing Communicates with Customers

Price: What it Says About Your Product

· Lexus

· BMW

· Honda

· Ford

· Hyundai

The Four Steps of Developing a Marketing Plan

Step One: Consumer Analysis

· Market Segments – made up of consumers
· Successful Segmenting – The Body Shop
Step Two: Market Analysis – Five Ways to Analyze a Market

· Location – Where you live (five miles)
· Population – demographics 
· Personality – conservative/liberal, lifestyle, etc.
· Behavior – brand loyalty, responsiveness to price, etc.
· Income - $30,000-$60,000 range vs. $10,000-$30,000
Step Three: The Marketing Mix

· Value Pricing – not just price cutting – balance between quality and price
· Retailers’ Rule of Thumb – Keystoning – doubling resale price
· Other Pricing Strategies

· Cost-Plus – figure in all costs and add desired profit margin
· Penetration Strategy – based on initial low price to gain market share
· Skimming Strategy – seeks to charge a high price during a products’ introductory phase when it has no competitors
· Meet or Beat the Competition – common strategy in service businesses (airlines do it all of the time)
Once 

· Lecture 4

Chapter 19 – Advertising and Publicity

Ads Cost Money; Publicity is Free

· Advertisement – paid announcement that a product or service is for sale

· Publicity – attention paid to a business by the media

· Together, advertisements and publicity are called promotion

Publicity Provides Credibility for Your Business

· Publicity is valuable because customers are more likely to believe it than advertising

How to Get Publicity

· Pitch letters
· Press releases
· Special events 
· Working with the chamber of commerce or economic development agency
What’s Your Story?

· Get stories written about your business.
· What has happened to you?
· Did you have overcome any obstacles?
· Is your product or serve unique or something the community needs?

· How has your business changed your and helped your community?
Follow Up a Press Release by Phone

The Media

· Print – newspapers, magazines, and newsletters
· Television
· Radio
· Banner ads
· Billboards
· Brochures
· Business cards
· Direct mail
· Catalogs
· Discount coupons
· Flyers
· Free gifts
· Partner with another business
· Promotional clothing
· Samples or demonstrations
· Special events
· Special offers
· Team sponsorships
· Web sites
· 1-800 numbers
Visualize the Customers Before Placing an Ad

· Visualize ideal customers

· Target the ad to them

The Small-Business Ad

· Institutional advertising – large corporate ads

· Most small companies can’t do that.

· Part of an ad

· Price

· Product

· Service

· Location
Five Parts of a Print Ad

· Headline
· Deck
· Copy
· Graphics
· Logo/Trademark
Marketing Online

· Online services – classified ads, billboards, and Internet shopping malls
· Newsgroups – online messaging systems
· Email
· Web sites
· Search engines
Cause Related Marketing
· Inspired by a commitment to a social, environmental, or political cause.

Chapter 20: Break-Even Analysis: Can You Afford Your Marketing Plan?

The Break-Even Point

· When sales and costs are equal, there is no profit or loss

· It will help you know when your business will sell enough units to cover its costs.
Break-Even Analysis

Break-even units formula:  
Fixed Operating Costs  = Break-Even Units


Gross Profit Per Unit

Lecture 4

Chapter 21 – Principles of Successful Selling

Business is Based on Selling

· Selling is the art of bringing your product or service to the customer
· A successful sale matches the product or service to a customer need
Entrepreneurs are Salespeople

· Many entrepreneurs started out in sales

· Ray Kroc – McDonalds

· Aristotle Onassis – Shipping 

· King C. Gillette – Razors 

· W. Clement Stone – insurance

· William C. (Billy) Durant – General Motors
Salespeople Learn About Customers

· They hear what the consumer needs and wants

· Improve based on feedback
Sell the Benefits, Not the Features

· Don’t sell the drill sell the hole that needs to be drilled.

· Don’t sell the steak, sell the sizzle (the experience)

· Some of the features are the benefits
Ways to Sell

· Appointment

· Trade fairs, flea markets

· Direct mail

· Door to door

· Classmates at school

· Community, school, or religious functions

· Cold Calling

· Phone

· Listings in a catalog

· Home

· Own a store

· Website

· Other stores

· Outside salespersons on commission

· Own sales team

· Newspaper, radio, or television advertising
Focus on One or Two Products

· Fine a product or service and focus on it until it becomes successful

· Concentrate resources

· Avoid confusion

The Sales Call

· Appointment to show product or service
· Make customer aware of product
· Ask questions to uncover needs
· Demonstrate features and benefits
· Referrals
· Relationships building/networking
Before Your First Sales Call

· Get marketing materials together

· Prepare them to organize thoughts

· Use them to teach employees or other salespersons

· Help during the call
Pre-Qualify Your Sales Call

· Saves time and effort
The Eight-Step Sales Call

· Preparation – be neat clean and dress appropriately

· Greeting – treat customer graciously – build relationships of trust

· Show the product or service – Personalize it if possible

· Listen to the customer – establishes a relationship

· Answer objections – don’t hesitate to tell the truth regarding limitations

· Asking for a commitment – Don’t try to force a sale but try and get a commitment

· Follow up – see if customer likes the service or product

· Ask for references – they are potential customers
Analyze Your Sales Calls to Become a Star Salesperson

Use Technology to Sell

· Record calls or pitches
· Provide information on websites
· Email and fax to stay in touch
· Keep a customer database
The Sales Receipt

· Give customers a receipt
· Include all appropriate information – QuickBooks
The Sales Commission
· Percentage of the sale

Chapter 22 – Customer Service

Customer Service has a Very High ROI

· What is customer service?

· Repeat customers

Joe Girard’s “Law of 250” – 

· 250 people important enough to invite to wedding or funeral their 250 and so on

Customer Complaints are Valuable

· Always acknowledge complaints and criticisms

· Don’t overreact to negative remarks

· Always tell the truth about any negative aspect of your product or service

Customer Service is Marketing

Customer Service is a Source of Market Research

· Include a short survey on a stamped postcard with every item purchased

· Ask selected customer to fill out a longer survey in the store and offer an incentive

· Always ask standard question when completing a sale

Database

· Name

· Email

· Phone and fax

· Mailing address

· Date of last contact

· Comments or notes on last purchase or request

Stay in Touch with Customers

Ask Customers to Refer you to New Customers:

Lacing

Chapter 23 – Math Tips to Help You Sell and Negotiate

Math in Your Head 

· Business math

Chapter 24 – Business Communication

The Business Memo

· Memo

· Interoffice

· Reminders

How to Write a Business Memo

· Heading 

· Introduction

· Body

· Conclusion

· Signature or initials

· CC

Business Cards

· Critical for networking

· CardScan

The Business Letter

· Typed on letterhead

· Mailed in a business envelope

· Left aligned

· Center contact information

· Full address

Proofread Carefully

Electronic Communication

· Voice mail

· Fax

· Email

· Text messaging

Chapter 25 – Sole Proprietorships and Partnerships

What is a sole proprietorship?

· Legal structure

· Liability

· Uncle Dave

What is a partnership?

· Consists of two or more owners who make decisions for a business together and share the profits and losses

· Partners bring different skills to a business

· Be cautious

· Have clear agreements on:

· Money and intellectual property

· Ongoing responsibilities of each partner

· The way decisions will be made

· How profits and expenses shared

· What happens if the business shuts down

Limited partnership

· Includes both general partners who are personally responsible and liable for the actions for the business and

· Limited partners who have a limited role or no role in managing the business and also have limited liability

Registering a sole proprietorship

· Necessary – state and local regulation require registry

· Necessary for financing

· Business license

Registration takes the steps

· Choose business name

· Filling out a “doing business as” form with the name of the business and your name registering the business

· An official may conduct name search

· After name established you fill out a registration form and pay required fee

· May be asked to take the form to a notary

Registering a partnership

· Similar steps

· Additionally, partners should have a partnership agreement between themselves

Licenses, permits and certificates

· Permit – official document that gives you the right to carry on a specific activity

· License – an official document that gives you the right to engage in an activity for as long as the document is valid

· Certificate – official document that verifies something

Federal, state and local laws and regulations

State-tax identification number

Advantages of sole proprietorship

· Relatively east to start up

· Business owner pays personal income tax on earnings

· Fewer government regulations

· Make quick decisions and act without interference 

· Keeps all profits from the business

Disadvantages

· Difficult to raise enough money to start or expand the business

· Must often put in long hours

· Unlimited personal legal liability

· No one to offer encouragement of feedback

· Only one stakeholder – limited ability to share risk

Advantages of a partnership

· Partners can pool their resources

· Risks, long hours, and legal liabilities shared

· Different skills and contacts brought to the business

Disadvantages of a partnership

· Profits shared

· Each partner is liable for the actions taken by the business

· Disagreements among the partners can destroy the business

· Partnerships can be difficult and unpleasant to dissolve

Chapter 26 – Manufacturing: From Idea to Product

Manufacturing

· Make and sell products

· Moveable assembly line

The manufacturing process

· Starts with raw materials or parts and transforms them into finished products

· Usus labor, machinery, or other tools including manufacturing plants

Advantages

· Can make a product that isn’t already on the market

· Can fine-tune products or add features

· Minimize competition

· Taking out patents on designs

· Being big enough to cover the market better than new companies could

Disadvantages

· Expensive

· Need for space

· Costly to train and hire workers

· Complexity of product

Types of manufacturers

· Consumer products

· Industrial products government contracts

Make or buy?

Job shops
· Jobbers are subcontractors

· Make parts less expensively

· Deliver a part more quickly

· Maintain and provide specialized equipment so larger manufacturers don’t have to purchase or maintain it

· Offer manufacturing facilities to companies that don’t have their own

Manufacturing and you

Steps in the development process

· Ideas to design

· Drawings and specifications

· Parts and materials lists

· The prototype

· Getting ready for production

· Tooling 

· Setup costs

· Getting help with your design

Chapter 27 – The Production/Distribution Chain

Manufacturer – Wholesaler – Retailer – Consumer

· Production/distribution chain

A slow distribution channel can hurt your business

Markups: Prices increase at every link in the chain

· Usually 25% to 100%

Percentage markups

The relationship between price, gross profit, and cost

· Gross profit margin

Gross profit margin per unit

Retail price

Profit margin 

· Calculated by dividing profit by sales and multiplying by 100

Chapter 28 – Quality: The Source of Profit

Quality – its degree of excellence

Profit comes from quality

· W. Edwards Deming – 

· The quality of the product was the very essence of business

· Business that focused on quality would be more profitable than a business that focused on only lowering costs

Deming goes to Japan

· The Japanese product

· Study what works

Why quality is actually cheaper

· Don’t have to fix it

· Most valuable advertising possible

· You earn customer loyalty

· Continuous involvement (Kaizen)

Start with quality

Treat suppliers and employees well

· Suppliers won’t be loyal to a company that deals with them unfairly

· Employees won’t focus on continuous improvement unless they feel good about their company

Ten ways to improve quality

· Adopt a philosophy of continuous improvement

· Be consistent

· Do it right the first time

· Develop long-term relationships with suppliers based on loyalty and trust even if it means not getting the lowest price every time

· Focus on quality in production for yourself and your employees

· Eliminate fear

· Don’t ask for perfect performance from your employees or yourself – instead work smarter and better every day

· Focus on the quality of what your business does, not the quantity

· Quality is everyone’s job

Chapter 29 – Effective Leadership: Managing Yourself and Your Employees

The “PERT” Chart

· Program

· Evaluation

· Review 

· Technique

Pay Yourself

· Commission – percentage of every sales
· Salary – fixed amount of money
· Hourly wage – 
· Dividend – portion of the profits
Adding Employees to the Mix

· Payroll taxes – deduct taxes from employee earnings
· Fair Labor Standards Act – Passed in 1938, requires minimum wage
· Equal Pay Act of 1963 – requires equal pay to men and women
· Anti-discrimination laws – protects employees against discrimination on the basis of age, race, religion, national origin, or because of color, gender, and physical disabilities
Human Resources

Hiring

· Bring people in as partners
· Hire experts on contract basis

Steps in Recruitment Process

· Defining the job – what is required

· Posting the job – advertising it

· Screening resumes 

· Interviewing candidates

· Checking references

· Negotiating salary

· Hiring

· Orientation

Growing Your Team

· Campus recruiting – visiting college campuses for employee hires

· Staffing and recruiting – based on budgets and plans using a combination of internal recruiters and external recruiters

· Executive search – generally not advertised and usually handled by an outside firm

What About Family and Friends?

· Hiring family and friends – advantages

· Loyalty

· Lower costs

· Fun

· Disadvantages

· Never get away from business

· Disagreements get personal

· Best person for the job?

· Potential problems

· Establish clear lines of responsibility

· Put aside personal feelings

· Hire those you get along with

Getting the Best Out of Your Employees

· Get the right people

· Provide a fair salary and good working conditions

· Share your vision

· Give employees incentives to work hard

· Give them control over their work

· Give each employee definite responsibilities

Corporate Managements – Building a Team

· May get to a point where managers are needed
· May grow by selling stock
· Management chart
Management Functions

· Planning

· Organizing

· Leading

· Directing

· Staffing

· Controlling

· Coordinating

· Representing

· Innovating

· Motivating

Firing and Laying Off Employees

· Quarterly review – allows you to assess performance, make necessary adjustments, and fire or lay off employees if necessary.

Managerial Styles that Work

· Coercive – leadership by force
· Authoritative – takes the “come with me” approach
· Affiliative – “people come first” approach
· Democratic – gives employees a strong voice
· Pacesetting – sets high performance standards and challenges to employees to meet them
· Coaching – focuses on helping each employee to grow
Chapter 30 – Technology: Science Applied to Business

Technology

· Scientific knowledge that is applied to business and used by people
Computers

· Create business cards

· Letters

· Presentations

· Keep records

· Flyers and posters

· List of customers

· Communicate with customers

Computer Software Programs

· Shareware – free programs
· www.MyBiz.am 
· www.bizbuilder.com 
· www.bizplans.com 
Protect Your Computer Data

· Power outages and surges

· Computer viruses

· Disk failure

The Internet

· Websites

· Email

· Information

Going Online

· A phone line

· A cable line

· A DSL line – Digital Subscriber Line

· ISP – Internet Service Provider

The World Wide Web

· Hyperlinks

· URL’s – uniform resource locators – website addresses

The Internet as Business Opportunity 

· Selling goods, services and information

· Selling advertising space

· Charging a subscription fee for those wanting to visit your site – www.morningstar.com 

· Find the best deals

· Market your business

· Buy and sell

Email

· Electronic mail
· Free services – gmail, Hotmail, Yahoo Mail, AOL, etc.
Newsgroups

Public message boards that usually focus on a specific subject

Lecture 5
Chapter 31 – Finding Sources of Capital

Financing Your Business

Sources of Capital

· Friends and family
· Angels and venture capital
· Small Business Investment Companies
· Minority financing sources
· Banks and credit unions/Small Business Administration
Friends and Family

· Most used source

· Equity position

· Profits in exchange for equity or investment

Angels

· Private investors typically worth $1 million

· Invest in new start ups

· $10,000 - $500,000

· Require extremely high equity positions

Online Networking

· Act of making contact and exchanging valuable information with other business people

· www.yeo.org 

Banks and Credit Unions

· Will ask for collateral

· May ask for a co-signer

· Only make loans to businesses with a good track record

· Credit unions will require membership

SBA Loans

· SBA guarantees loans but does not make them

· www.sba.gov
· www.sba.gov/financing/sbaloan/snapshot.html 

· www.sbaonline.gov.sba.gov 

· www.sba.gov/INV/offices
Bank Line of Credit

· Line of credit is bank loan designed for short-term financing

· Won’t have to apply every time

· Only pay interest on the money withdrawn

· Pay monthly payment to the bank is only the interest on what you have borrowed.

Venture Capital

· Invests in small companies

· Have funds that included invested money from other people

· Highly structured and focused on ROI

· Invest in less than one percent of the businesses they consider

Small Business Investment Companies

· Partially financed through guaranteed loans from the government.

· www.sba.gov/INV/offices
Minority Financing

· Minority Enterprise Small Business Investment Companies
· Minority Business Development Centers
Youth Financing

· Dollar Diva

· SEP – Symposium II

· Ernst and Young Entrepreneur of the Year

· Global Student Entrepreneur Awards

· National Association for the Self-Employed Future Entrepreneur of the Year Award

· NFIB Free Enterprise Scholars Award

· NFTE Young Entrepreneur of the Year Award

· SBA Young Entrepreneur of the Year Award

· Youth In Action Awards

Business Plan Competitions

· See above
Chapter 32 – Corporations: Limiting Liability
Corporation

· A business structure that is considered to have its own legal identity
Stockholders

· Owners of the corporation

· Shareholders

Board of Directors
· Control the operations of the corporation
Dividends

· Part of the stockholders return on their investment

Corporate Liability: Limited Liability 

· Separate independent legal entity
· Treated like an individual entity under the law
· Advantages
· Limited liability
· Money raised through issuance of stock
· Ownership easily transferred
· Corporations can buy and sell property and enter into legal contracts
· Disadvantages
· Subject to double taxation 
· Founder of the corporation can lose control to the stockholders
· More expensive to start
· Subject to many government regulations
Four Kinds of Corporations

· C Corporations

· Most big companies 

· Sell ownership as shares of stock

· Stockholders vote

· Subchapter – S Corporation

· Company must have fewer than 75 stockholders

· No corporate, partnership, or non-resident alien shareholders and no shareholders that are not US citizens

· Professional Corporation

· Doctors, lawyers, architects, etc.

· Nonprofit Corporation

· Raise money through charitable donations

· Provide a service or benefit to the community

· Raise part of its funds by selling its own goods and services

· May charge members (dues)

· Tax exempt

· May not pay dividends

Limited Liability Corporations

· Combines some of the benefits of partnership and corporations

· Income is taxed only once, as the personal earnings of the members

· Personal assets of the LLC’s members are protected from creditors

· More flexible structure than other corporations

What’s In A Name?

· Defines legal definition
· Corporation – Corp.
· Nonprofit Corporation - Nonprofit
· Limited Partnership – Ltd.
· Limited Liability – LLC 
Think Ahead
· Long-term goals

· May think of incorporating to protect assets

· Legal structure of business – make a decision with legal advice
Chapter 33 – Stocks: Selling Ownership to Raise Capital

The Stock Market is Where Stocks Are Traded

· Stock represents a share or portion of a company

· Stock market is not one location

· Stocks are traded by stock holders

A Stock’s Price Reflects Opinions About the Company

· Daily record of trading activity appears in tables published in Wall Street Journal

Reading Stock Tables

· 52-Week High Low – highest and lowest price sold in the last 52 weeks

· Stock – name of the company

· Div (Dividend) – corporations pay stockholders tied to the amount of stock owned

· Yld (Yield) – rate of return on the stock expressed as a percentage

· P/E Ratio (Price/earning ratio): price of one share of stock divided by the earnings per share

· Vol 100s (volume of shares traded) – number sold during the previous day’s trading

· Hi Lo Close – highest and lowest and last price stock was traded

· Net Chg (Net Change) – change in price from the close of the previous day’s trading

Selling Short

· Stock traders make money by buying a stock and selling it for a profit when the price rises.

· Can also make money when price is falling (selling short)
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Chapter 34 – Bonds: Issuing Debt to Raise Capital

Bonds 

· Interest bearing certificates that corporations (and governments) issue to raise capital
· Bonds are loans
· Stockholders never know if they will receive dividends or even if the value of their stocks will increase.
How Bonds Work

· Principal – amount of a debt before the interest is added
· Maturity – when the investor returns the bond to the corporation and it is redeemed
· Face value – original amount the purchaser paid
· Par – face value of a single bond – usually $100
· Premium – trading above par
· Discount – trading below par
Bonds and Inflation

· Inflation – graduate, continuous increase in the prices of products and service in an economy
Reading Bond Tables

· Bonds are discussed in lots of $100
The Remainder of the Table Explained

· Last price – price in dollars at the end of the last day of trading

· Last yield – interest divided by the price you paid for the bond

· Vol (Volume of bonds traded) – numbers given in thousands and it means investors are taking an interest but does not indicate whether price will go up or down

Wal-Mart’s 100-Year Bond

· Sold their bonds to raise money and it matures in 100 years

Chapter 35 – The Balance Sheet: A Snapshot of Your Financial Strategy
Balance Sheet

· Financial statement that shows how much a company is worth at a given point in time

· It shows:

· Assets – things a company owns that are worth money

· Liabilities – debts a company has that must be paid including bills

· Owner’s equity – difference between assets and liabilities

The Fiscal Year

· 12-month accounting period chosen by a business

· Calendar year

Assets are Owned

· Short-term assets – those that could be converted to cash in one year

· Long-term assets – those that could take more than a year to liquidate or turn into cash

Liabilities are Owed

· Short-term liabilities – those that must be paid in a year

· Long-term liabilities – those that will be paid over a period longer than a year

Owner’s Equity

· What is left over after liabilities are subtracted from assets  

· Equity in a successful venture builds over time

The Balance Sheet Shows How a Business is Financed

· An especially good tool for looking at how a business is financed.

· Clearly shows relationship between debt and equity financing.

· Total debt, equity, and assets included in balance sheet

Analyzing a Balance Sheet

· Prepare balance sheet at the beginning and end of fiscal year

· Assets

· Cash

· Inventory

· Capital equipment

· Other assets

· Total assets

· Liabilities

· Short-term liabilities

· Long-term liabilities

· Owner’s equity
· Debt ratio

· Describes how many of the total dollars in the business have been provided by creditors

· Debt-to-equity ratio

· Percentage of every dollar of debt for every dollar of equity

“Quick” and “Current” Ratios

· Balance sheet also tells of liquidity or the ability to covert assets into cash

· Quick ratio

· Tells whether you have enough cash to cover your current debt

· Current ratio

· Indicates whether you could if you have to, sell off some assets to cover current debts
Depreciation

· Portion of an asset that is subtracted each year until that asset’s value reaches zero
· Reflects wear and tear on a asset
Chapter 36 – Venture Capital
Venture capital 
· Some investors and investment companies focus on financing new small business ventures that have the potential earn a great deal of money.

· Looking for high ROI – six times their investment in 5 years.

Venture capitalists want equity

· Looking for equity in return for their capital

· Some will seek a majority interest

How VCs get their ROI

· Sell the piece of the business to another investor

· Waits until the company goes public and converts share of the business into stock.

· Company sold and the VC and other equity holders are paid out of the proceeds.

The Business Plan

· Investors want to see a business plan

· Must include:

· Business idea

· Long and short-term goals

· Market research

· Competitive advantage

· Marketing plan

· Philanthropic plan start-up and operating costs

· Management

· Legal structure 

· Time management

· Financing plan

· Break-even analysis

· Accounting system

· Projected monthly income statement

· Projected yearly income statement

· Financial ration analysis

· Balance sheet

Chapter 37 – Contracts: the Building Block of Business
Contract

· Formal agreement between two or more parties

· Put in writing a signed

· Can be verbal and in some cases unilateral (relating only to one of the parties)

· Legally binding

Contracts support good business relationships

· Allows both parties to have a clear understanding of what agreeing to.

· Identifies all the important aspects of your working relationship

Contracts allow planning

· Building blocks of business

· Allows to sue for breach of contract

See a lawyer

· Never sign a contract that you have not read yourself top to bottom

· Get a legal opinion

Drafting a contract

· Begin by determining needs

· The Four A’s of a successful contract

· Avoid misunderstanding

· Spell out everything that will be done

· Go into full detail

· Avoid loopholes

· Assure work

· Do something in exchange for something of value; or

· Agree not to do something legally entitled

· Assure payment

· Specify how it will be made, when, and for what

· Avoid liability

· Spell out contingencies (an unpredictable event that could cause the contract to not be fulfilled) – ala “acts of God” or illness

Letter of agreement

· Sometimes contract not needed

· Puts a verbal agreement in writing

Breach of contract

· Contract is breached when one of the signatories fails to fulfill it

· If breached, a lawsuit must be brought by the injured party within the state’s statute of limitations

· May be settled in small claims court, through a trial, or through arbitration

A contract is no substitute for trust

Chapter 38 – Socially Responsible Business and Philanthropy
Trade, not aid

Cause-related marketing

· Demonstrates a commitment to a social environmental, or political cause

· Can instill loyalty

· Good way to differentiate your business and achieve a triple bottom line:

· A profitable business

· A business that improves society

· A business that protects the environment

Gaining goodwill

· Try to make a difference

· Donate money, products, or time

Nonprofit organizations

· A corporation whose mission is to contribute to the greater good of society

· Work to improve social conditions

Teach for America and Upromise

· Founded in 1991, Teach for America recruits college graduates to become public school teachers. www.teachforamerica.org
· Upromise enables registered families to make purchases from supporting companies and have a percentage of their spending automatically go to a special savings account for college.

What is philanthropy?

· Give money through foundations

What entrepreneurs have built

· Libraries, museums, universities, and other institutions

You have something to contribute

· Work with nonprofits

· Donate income or profits

· Volunteer

· Sell a product at a reduced cost

Chapter 39 – Small Business and Government
Small business and the economy

· Contribute to total gross domestic product (GDP)

Government and business

· We operate in a free-market economy

· Government enforces minimum age requirements, prohibits discrimination, provides a court system, etc.

· Regulations control many elements of business

Small Business Administration

· Setup in 1953

· Began providing equal opportunity loans in 1964 to entrepreneurs

· Helped 20 million small businesses with financing

Stable money is important

· Government provides economic and political stability for the market

· Governs currency through the consumer price index (CPI)

Globalization

· Competing against global corporations

· Business may include importing or exporting

· Need to research special taxes called tariffs

Business and culture

Chapter 40 – Building Good Personal and Business Credit
No credit is not good credit

· If you have never borrowed money, you don’t have good credit

· Most banks don’t lend money to people with no credit

The Four C’s

· Collateral

· What can be pledged against the loan?

· Assets

· Cash flow

· How much money the business is generating

· Commitment

· Banker wants to see that others have confidence in you too

· Credit history

· Crucial to get money

Use a charge account establish a good credit history

· Most department stores are willing to open a charge account for customers with no credit history

· Another option is to layaway purchases

Using credit costs money

· Fees

· Finance charges

Pros and cons of using credit cards

· Cons

· Interest rates

· Must pay interest before paying on principal

· Benefits

· Insurance

· Fraud protection

· Theft protection

· Discounts for small businesses

Check your credit history regularly

Clear up negative credit reports

Buying a home is smarter than renting

· Equity

· Must have a down payment (10-20%)

· Get a mortgage

· Equity is collateral

Business credit

Befriend your banker

· Networks matter

· Get to know loan officers

· Keep them informed on how you are doing
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Chapter 41 – Cash Flow: The Lifeblood of a Business
Working capital

· Income statement

· Balance sheet

· Cash flow statement

· Records inflows and outflows of cash when they actually occur

Income statement does not show cash on hand

· Cash is the energy of your business.

· Run out of cash and your business will soon be finished

Ways to keep cash flowing

· Collect cash ASAP

· Pay your bills by the due date, not earlier

· Check on your cash balance every day

· Lease instead of buying where feasible

· Avoid buying inventory that doesn’t resell quickly

Cash flow is cyclical

· Depends on the time of year

Reading a cash flow statement

· Cash flow equation: cash flow = cash receipts – cash disbursements

Forecasting cash flow

· Projection – an educated guess, or forecast of the future

· Project your cash receipts from all possible sources

· Subtract cash expenses you expect to have from these projected cash receipts

Risking your cash on inventory

· Take a risk every time cash is spent

· Inventory

· Storage costs and shrinkage

· Pilferage

Credit squeeze

The “burn rate”

· Likely spend more than earned when starting

· Should have a cash reserve 3-6 months for slow times

· The rate at which your company needs to spend cash to cover overhead costs before you begin to generate a positive cash flow is called the burn rate

How much money does a company have to grow?

· Current assets – current liabilities = working capital

Chapter 42 – Protecting Intellectual Property: Your Ideas Have Value

Turning ideas into intellectual property (IP)

· Stops people from using ideas

· Can use them to create a competitive advantage or can be licensed or sold

Four kinds of IP

· Patents – protects inventions

· Copyrights – protects original expression of ideas fixed in a tangible form

· Trademarks – protects words, names, symbols, or designs that are used to identify the source of a product

· Trade secrets – methods, formulas, or other kinds of information that have commercial value

Three kinds of patents

· Utility patent – may be granted for inventions or discoveries of any “new and useful process, machine, article of manufacture, or composition of matter, or any new useful improvement thereof.” To qualify, must satisfy conditions:

· Useful – identifiable purpose

· New – not already been invented

· Non-obvious – would not be obvious to somebody who has ordinary skill in the industry or area of science or technology

· Design patent – may be grated to anyone who invents a “new, original, and ornamental design for an article of manufacture.”

· Plant patent – may be granted to anyone who invents or discovers and asexually reproduces any distinct variety of plant

Applying for a patent

· In-depth description of invention

· A drawing of the invention

· A completed “Declaration for Patent Application”

· Notarized statement from the inventor(s) to the effect that they are the original inventor(s) of the subject of application

· The filing fee

Copyright protects art, music, plays, books, software

· Protects the original expression of ideas when fixed in a tangible form

· Provides the creators of “original works of authorship” with exclusinve rights to do and authorize other to:

· Reproduce

· Prepare derivative works

· Distribute copies

· Perform or display the works publicly

How to obtain copyright protection

· Author(s) own it as soon as it is produced

Registering copyright in the US

· Don’t need to register it to acquire a copyright

· Can assign (transfer) some or all of the rights to a work to another person

· Can license some of the rights

Electronic rights and the Digital Millennium Copyright Act

· Enacted in 1998

· It is a crime to circumvent anti-piracy measures built into commercial software

· Crime to manufacture, sell, or distribute code-cracking devices that illegally copy software

· Internet service providers that transmit information over the internet must remove material from users’ sites if it appears to be infringing on copyright

· Webcasters must pay licensing fees to record companies

Trademark rights

· Can put an (encircled R)  next to the product name

· May be used to prevent others from using a similar mark, but not from making or selling the same product or services

Applying for a trademark

· Complete application form

· Drawing of the trademark

· Three specimens show the actual use of the mark on or in connection with your product or service

· Filing fee

Using someone’s IP

· Ask permission

· Ask for license

· Offer to buy

· Pay someone to create IP for you as a work for hire

What is “public domain”?

· Consists of ideas and their expression that are not protected as IP

What is fair use?

· See page 488

Chapter 43 – Ethical Business Behavior
Ethics 

· Standards and rules that help one determine right from wrong

Success is based on repeat business

· Is not built on drawing in a customer just once and making a sale

· When a customer is angered and feels cheated by a business, they may report it to the Better Business Bureau.

Ethical employer/employee relationships

· It is important to treat your employees well

· Employees who feel used by their employers will not do their best work

· Many large businesses offer their employees company stock at a discount, or give out generous bonuses at the end of the year, based on how well the company has done

Ethical behavior

· Punctuality

· Reliability

· Courtesy

· Respect

· Communication

· Clothing

· Neatness

· Honesty

· Empathy

· Competence

Ethics and corporate governance

· 2002 – Enron and Worldcom

· Corporate governance

· Keep profits separate from your personal spending

· Keep accurate records

· Use financial controls

· Always have two people open the mail so no one steals checks

· Arrange for yourself and one other person signs all checks sent out by the business

· Create an advisory board

Chapter 44 – Taxation and the Entrepreneur

States use sales taxes to raise money

· Sales tax is a percentage of the cost of an item sold that is added to its price

A sole proprietor pays two kinds of taxes to the federal government

· Self employment tax – income tax

· Social security

Forms to file

· Income tax returns – must be filed by April 15

· Basic form in 1040 and Schedule C – Profit or Loss from Business

Getting help from the IRS

· 1-800-829-1040

· www.irs.gov
Help yourself by keeping good records

· Keep good records throughout the year

· Keep track of business expenses

· Use an accountant if you have questions

Where are my tax dollars going?

Chapter 45 – Insurance: protection from the Unexpected
Insurance

· Protects people and businesses from having property or wealth stolen, lost, or destroyed.

· Insurance is an operating cost

Insurance protects your business from disaster

· Comparable coverage – replacement costs

· Premiums

Liability insurance protects you and your customers

· Liability insurance covers accidents by patrons that occur in your business

Lying about the risks of your product is fraud

How insurance companies make money

· You have to have it.

· When you pay premiums and don’t file claims

Basic coverage small businesses

· Deductible – the amount of loss or damage you agree to cover before the insurance takes over.

Types of insurance

· Workers’ compensation

· Disability insurance

· Auto insurance

· Property insurance

· Crime insurance
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Chapter 46 – Franchising and Licensing: the Power of the Brand
The brand identifies the products or services of a company and defines the company

Franchise your business

· A business that has purchases a license to sell a product or service developed by someone else ina prescribed way

· Instead of laying out the costs or starting up branches of your business, you sell other entrepreneurs the right to start branches in their localities

· Pay royalties

McDonald’s restaurants and franchises

Making the perfect fry

· McDonald’s provides in-depth training on every aspect of creating the food and running the business

· Franchisees own the restaurants but agree to make and market the food under the brand name and trademark in the fashion developed by Kroc.

The franchise boom

· Motels

· Repair shops

· Health clubs

· Insurance

Benefits of franchising

· Franchisor

· Growth with minimal capital investment

· Lower marketing and promotion costs

· royalties

· Franchisee

· Ownership of a business that has less risk than is involved in starting a business alone

· Help with management and training

· Advertising

Drawbacks of franchising

· Franchisor

· The franchisee may disregard the training and fail to operate the business properly, tarnishing the reputation of the corporation

· Difficult to find qualified or trustworthy franchisees

· Franchisee

· Giving up control

· The franchisor may fail to deliver promised training and support

· The franchisor may engage in poor business practices that affect the earnings or image of the franchise

The franchise agreement

· Establishes the standards to assure that customers will receive the same product and service at your brand as any other

· Included in the agreement are

· The term of the agreement

· Standards of quality and performance

· Agreement on royalties

· Non-compete clause

· Territory – franchisees are usually assigned areas in which they can do business

· Remember that there are many federal and state regulations in franchising

License your brand

· Licensing is another way to profit from your brand

· Franchisee controls every aspect of how the franchise runs

· The licensor grants the licensee the right to use the former’s name on a product or service but exerts less control over how the licensee does business

· Licensee pays a fee for the license and may pay royalties on sales

Respect your brand

· Licensing must be done carefully with respect for the brand

Chapter 47 – International Opportunities

Cultivate tolerance of others

· Open-minded and curious about other countries, cultures, and ways of life

· Importing

· Exporting

Freer trade and easier communication

· Governments sometimes impose trade barriers such as taxes on selected products that make foreign goods expensive for their citizens to buy

· Taxes places are also called tariffs

· May also use quotas to control trade

Research the competition – worldwide

Using foreign exchange

· Understand the exchange rate to know when is best to buy or sell

· Weakness of the dollar

Chapter 48 – Investment Goals and Risk Tolerance
Always save 10% of your income

Make your money work for you

· Compounding interest

· Investment is something you buy with your savings that you hope will earn money

The present value of money

· Inflation

· Risk of investment – not being paid back

· Loss of opportunity

The future value of money

· The amount it will accrue over time through investment

The risk-reward relationship

Time and liquidity affect investment risk

· Time – the longer someone has your money, the greater the chance that your investment could somehow be lost

· Liquidity – refers to the ease of getting cash in and out of an investment

How much risk can you tolerate (See page 540-541)

Choosing investment: Stocks, bonds, or cash?

· Stocks represent equity shares of a corporation 

· Bonds are interest-bearing loans.  Corporation use bonds to borrow money that they agree to pay back on a specific date.

· Cash investments can be retrieved in 24 hours.

Keep an emergency fund in cash 

· Three months worth

News affects investments 

· Speculation of oil is driving the price of oil and thereby gas

Diversification

· Protect yourself volatility by spreading your money over different types of investments

The stock market goes up over time

· The market has historically grown 11% per year

· Volatility is a short-term risk

Mutual funds: Diversification you can afford

· A company that collects money from thousands of investors and they make investments

Chapter 49 – Investing for a Secure Future
Creating your portfolio

· Depends on your investment goals, risk tolerance, and the amount of time that you have to reach your goals

Rebalance your portfolio once a year

Future value of an annuity

· Annuity is a fixed sum of money that is paid or invested every year

· See page 551

Chapter 50 – Exit Strategies: Creating Wealth

Harvesting – exit strategy

· Sell it

· Take it public

· Join your business with another company – merge

Liquidation

· The business is dissolved and the assets sold

Net present value of money

· The value to you today of something that you hope to get in the future

How to value a business

· Compare it to a similar business

· Examine benchmarks for the industry

· Look at a multiple net earnings

· Book value method estimates a company’s worth assets minus liabilities

The art of valuation

Choose your exit strategy

Ways to sell your business

· Harvest cash over time

· Management buy-out

· Employee stock ownership plan

· Merger or acquisition

· Initial public offering

Investors care about your exit strategy too

Exit strategy options

· Acquisitions

· Earn Out

· Debt-equity exchange

· Merger

What would you do with wealth?
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