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CHAPTER 5

ENTREPRENEURSHIP
LEARNING OBJECTIVES
1. 
2. Explain the role of entrepreneurs and how external factors impact their ventures;
3. Describe the personal attributes that contribute to entrepreneurs’ success;
4. Outline the planning essentials for potential entrepreneurs;
5. State the role of intrapreneurs and how organizations can foster intrapreneurship.

Learning Objective 1: Explain the Role of Entrepreneurs and How External Factors Impact their 
Ventures. 
A. Entrepreneurs and External Factors
1. Who are Entrepreneurs?
entrepreneurs create 
a. something for the purpose of gain while accepting the risk and uncertainty associated with their ventures.
· something new
· e.g., Carmin Industries (new service)
· something better
· e.g., Burton Snowboards (improved product)
· an underserved or new market
· e.g., Headblade (market segment)
· new delivery system or distribution channel
· e.g., The Outsource Group (Internet-based HR outsourcing)
B. How Do External Factors Affect Entrepreneurs?
1. Factors Unique to Entrepreneurship
a. highly regulated, governmentally controlled markets severely limit entrepreneurship
b. rates of entrepreneurship rise and fall with changes in economic conditions
c. support system affects rate of entrepreneurship also

· availability of investment capital
· availability of loans
· tax rates and policies
· availability of support services
· 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. Business Incubators
a. organizations designed to accelerate the growth and success of entrepreneurial companies through an array of business support resources and services

· use of existing buildings

· offering below-market rent and flexible leases 

· offering shared administrative services and management advice

· may offer to act as financing or technology liaison

· psychological/moral support

b. typically require written business plan, evidence of financing, and a commitment to stay in region when leaving incubator 
C. 
D. 
E. 
F. 
G. Is a Small-Business Owner an Entrepreneur?
1. Small-Business Owner (may be different from entrepreneur)
c. someone who owns 
d. a major equity stake 
a. in a company with fewer than 500 employees

2. The Small Business Administration (SBA) & Its Statistics

a. SBA is responsible for supporting development of small-business activity

b. over 25 million small businesses in the U.S.
H. Are Family Businesses Entrepreneurial Businesses?
1. Family Business

a. owned and managed mostly by people who are related by blood and/or marriage
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Learning Objective 2: Describe the Personal Attributes that Contribute to Entrepreneurs’ Success.
J. 
A. Attributes of Successful Entrepreneurs 


· 
· 



· 
· 


· 

K. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
1. Reasons Entrepreneurs Start Their Own Businesses

a. to work for themselves and control their lives (41%)

b. to create something new (12%)

c. to prove that they can do it (9%)

d. not feeling rewarded in their old jobs (8%)

e. being laid off (5%)
f. other reasons (11%)
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B. Personal Attributes

2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
1. High Need for Achievement

a. desire for excellence or to succeed in competitive situations

b. take responsibility for attaining goals

c. set moderately difficult goals

d. want immediate feedback on performance

e. found in low percentage of U.S. population

2. Desire for Independence

b. often aren't motivated to perform well 
a. in large, bureaucratic organizations

b. have internal drive, confidence in own abilities, lots of self-respect
     3.  Self-Confidence

a. successful track record boosts confidence and esteem

b. must be optimistic in representing the firm to customers and employees

c. essential due to inherent risks in running a business

b. 
4.Self-Sacrifice
d. willing to assume high cost for gain
5.Entrepreneurs: Made, Not Born

e. the role of family environment

· first born women are more likely than other women to become entrepreneurs

· entrepreneurs tend to have self-employed parents

f. entrepreneurial behavior

· entrepreneurs often start multiple businesses over their lifetime
C. Managerial Competencies

1. Strategic Action Competency

a. delivering products and services that are perceived as the highest quality to expanding market segments
b. 
c. 
d. using new products and services to expand revenue by about 20 percent annually

e. generating new customers that expand revenue by about 30 percent annually

f. focusing marketing expenditures on a high-quality sales force that can rapidly expand the company’s geographic presence
g. maintaining financial control of the firm


2. Planning and Administration Competency

a. about 80% of successful entrepreneurs have written plans

b. the time horizon for plans is short (often less than 3 years)

c. the plan should be flexible enough to adapt to what the market really wants
3. Teamwork Competency

a. enthusiastically support subordinates and their programs

b. maintain good relationships with venture partners

c. have an effective, functionally diverse top management team

4. Communication Competency

a. essential for turning a vision into reality

b. typically face to face, informal, and unscheduled in new ventures
5. 
6. 
7. 
8. 
9. Self-Management Competency
a. a quiz is provided in the text for students to determine their self-management competency 

Learning Objective 3: Outline the Planning Essentials for Potential Entrepreneurs.

A. The Business Plan

1. What is a Business Plan?
a. describes the basic that is the foundation for the start-up
b. outlines how that idea can be turned into reality


· 

B. 
C. 
D. 
E. 
F. 
G. 
H. 
I. 
J. 
K. 
L. 
M. 
N. 
O. 
P. 
Q. 
R. 
S. 
T. 
U. 
V. 
W. 
X. 
Y. 
Z. 
AA. 
AB. 
AC. 
AD. 
AE. 
AF. Deciding to Buy, Start, or Franchise a Business

1. Buy Strategy

a. may involve considerable risk
b. wise to specify restrictions on previous owner’s right to compete
2. Start-Up Strategy

a. begin by examining competencies and potential contacts

b. carefully examine expected revenue, initial investment required, and intensity of competition
3. Franchise Strategy
a. middle-ground between 
b. starting your own business 
c. and buying an existing business

d. business operated by someone 
e. to whom a franchiser grants 
f. the right to market a good or service

g. the franchisee 

· pays the franchiser a fee and a percentage of the sales

· receives financial help, training, guaranteed supplies, a protected market, and technical assistance in site selection, accounting, and operations management

h. 
i. 
j. reduces the extent to which you are your "own boss" 

k. e.g., McDonald's, Domino’s Pizza, Jiffy Lube
4. Other Strategic Options
a. Can I begin in stages or with a limited investment?
b. Can I run the business from my home?

c. Can I continue to work for someone else and develop my own business after hours?

d. To what extent can I draw on relatives for help, even if only to answer the phone?
a. 


· 
· 
· 
· 
· 
· 
· 
· 
· 
AG. 
AH. 
AI. Assessing Affordable Loss
1. Principle of Affordable Loss
a. conscious determination of the amount of resources (money, time, effort) entrepreneurs are willing to commit to an idea 

· influences choice of strategies and methods needed to generate early revenues
· helps resolve tension between quick action and excessive analysis

· helps minimize risk while following opportunity




· 
· 
AJ. Finding Funds

1. Identify Anticipated Costs

b. 
c. of opening the business 
a. (e.g., deposits, fixtures, incorporation fees) 

b. expected monthly expenses for the first several years
c. develop a plan for obtaining start-up funds to cover expenses before profits arrive
2. Sources of Funds

a. the entrepreneur 

b. other members of the venture team 

c. family and friends

d. financial institutions, e.g., banks and venture capitalists

· venture capitalists

· don’t have to follow the same rules as banks

· expect returns of 25 to 35 percent per year
· are actively involved in providing oversight
· for information on venture capitalists, go to http://www.vfinance.com/home
e. 
f. business angels

· people who invest directly in firms

· receive an equity stake

· often act as a business advisors to the founder

AK. 
AL. 
AM. 
AN. 
AO. 
AP. Going Global
1. Factors that Favor a Global Start-Up

g. the best human resources 
a. are dispersed among various countries

b. foreign financing 
c. is easier or more suitable

d. target customers require a venture to be international

e. worldwide communication 
f. will lead to quick responses from competitors in other countries

g. worldwide sales 
h. are required to support the venture

i. it will be more difficult to change things (policies, procedures, product designs, advertising strategies) later than it will be to start globally
j. 
AQ. 
AR. 
AS. 
AT. 
AU. 
AV. 
AW. 
AX. 
AY. 
AZ. 
BA. 
BB. 
BC. 
BD. 
BE. 
BF. 
BG. 
BH. 
BI. 
BJ. 
BK. 
BL. 
BM. 
BN. 
BO. 
BP. 
BQ. 
BR. 
BS. 
BT. 
BU. 
BV. Managing a Family Business

2. 
3. 
4. 
5. 
6. 
7. 
1. Steps for a Successful Family Business

a. settle conflicts as they come up 
b. decide who is responsible for what and who has authority 
c. 
d. agree on the hiring criteria before considering any particular family member
e. establish a board of advisers or board of directors
f. draw up a legal agreement on important issues 
· 
· 
Learning Objective 4: State the Role of Intrapreneurs and How Organizations Can Foster Intrapreneurship. 

A. Corporate Intrapreneurship
1. What is Corporate Intrapreneurship?

a. fostering entrepreneurial behavior within established companies to produce growth and profits
B. Intrapreneur
1. What is an Intrapreneur?
b. someone in an existing organization 
c. who champions turning new ideas 
a. into profitable realities
b. requires unusually well-developed strategic action, teamwork, and communication competencies







C. Fostering Intrapreneurship
1. Characteristics of Intrapreneurial Organizations

a. commitment from senior management

b. flexible organizational design
c. autonomy of the venture team

d. competent and talented people 
e. who exhibit entrepreneurial behaviors and attitudes

f. incentives and rewards for risk taking

g. an appropriately designed control system

2. Skunkworks
3. 


a. islands of intrapreneurial activity within larger organizations
· 
· 
· formal rules and procedures 
· ignored in favor of experimentation and innovation
b. 
c. reward structure
· tie rewards to performance of intrapreneurial units

· reward cooperation with other parts and people of the organization

d. 
e. leadership
· top management must support norms and values that foster innovation
f. the fate of skunkworks
· may become a new department

· may be closed down if not successful

· may be "spun off" to operate as a separate division or subsidiary
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