Entrepreneurship

Successfully Launching New Ventures

R. Duane Ireland SIXTH EDITION

Heart Rate
140

a0 @ 220

Oxygen Level
98%

‘&

';':;3:5:!{-1

a0




Entrepreneurship

SUCCESSFULLY LAUNCHING NEW VENTURES

SIXTH EDITION

Bruce R. Barringer
Oklahoma State University

R. Duane Ireland
Texas A & M University

@ Pearson k



Vice President, Business, Economics, and UK Courseware: Donna Battista
Director of Portfolio Management: Stephanie Wall

Editorial Assistant: Linda Siebert Albelli

Vice President, Product Marketing: Roxanne McCarley

Product Marketer: Kaylee Carlson

Product Marketing Assistant: Marianela Silvestri

Manager of Field Marketing, Business Publishing: Adam Goldstein

Field Marketing Manager: Nicole Price

Vice President, Production and Digital Studio, Arts and Business: Etain O'Dea
Director of Production, Business: Jeff Holcomb

Managing Producer, Business: Melissa Feimer

Content Producer: Yasmita Hota

Operations Specialist: Carol Melville

Design Lead: Kathryn Foot

Manager, Learning Tools: Brian Surette

Content Developer, Learning Tools: Lindsey Sloan

Managing Producer, Digital Studio and GLP, Media Production and Development: Ashley Santora
Managing Producer, Digital Studio: Diane Lombardo

Digital Studio Producer: Monique Lawrence

Digital Studio Producer: Alana Coles

Project Manager: Ann Pulido, SPi Global

Interior Design: SPi Global

Cover Design: SPi Global

Cover Image: Owlet Baby Care, Inc.

Printer/Binder: LSC Communications, Inc./Willard

Cover Printer: Phoenix Color/Hagerstown

Copyright © 2019, 2016, 2012 by Pearson Education, Inc. or its affiliates. All Rights Reserved. Manufactured in the
United States of America. This publication is protected by copyright, and permission should be obtained from the
publisher prior to any prohibited reproduction, storage in a retrieval system, or transmission in any form or by any
means, electronic, mechanical, photocopying, recording, or otherwise. For information regarding permissions, request
forms, and the appropriate contacts within the Pearson Education Global Rights and Permissions department, please
visit www.pearsoned.com/permissions/.

Acknowledgments of third-party content appear on the appropriate page within the text, which constitutes an extension
of this copyright page.

PEARSON, ALWAYS LEARNING, and MYLAB are exclusive trademarks owned by Pearson Education, Inc. or its affiliates
in the U.S. and/or other countries.

Unless otherwise indicated herein, any third-party trademarks, logos, or icons that may appear in this work are the
property of their respective owners, and any references to third-party trademarks, logos, icons, or other trade dress are
for demonstrative or descriptive purposes only. Such references are not intended to imply any sponsorship, endorsement,
authorization, or promotion of Pearson’s products by the owners of such marks, or any relationship between the owner
and Pearson Education, Inc., or its affiliates, authors, licensees, or distributors.

Cataloging-in-Publication Data is available on file at the Library of Congress.

Pe arS On ISBN 10: 0-13-472953-6
ISBN 13: 978-0-13-472953-4


http://www.pearsoned.com/permissions/

Dedication

To my wife, Jan. Thanks for your never-ending encouragement and
support. Without you, this book would have never been possible. Also,
thanks to all the student entrepreneurs who contributed to the chap-
ter opening features in the book. Your stories are both insightful and
inspiring.

—Bruce R. Barringer

To my family: | am so proud of each of you and so blessed by your per-
severance and never-ending love and support. | know that sometimes it
seems as though “we lose ourselves in work to do and bills to pay and
that it’s a ride, ride, ride without much cover.” But you are always in my
heart, a gift for which | remain deeply grateful.

—R. Duane Ireland



This page intentionally left blank



Briet Contents

PART 1

PART 2

PART 3

PART 4

Perface xiii

Decision to Become an Entrepreneur 1

CHAPTER 1

Introduction to Entrepreneurship 3

Developing Successful Business Ideas 43

CHAPTER 2

CHAPTER 3
CHAPTER 4
CHAPTER 5
CHAPTER 6

Recognizing Opportunities and Generating
Ideas 45

Feasibility Analysis 81

Developing an Effective Business Model 121
Industry and Competitor Analysis 161
Writing a Business Plan 195

Moving from an Idea to an Entrepreneurial Firm 233

CHAPTER 7

CHAPTER 8

CHAPTER 9
CHAPTER 10

Preparing the Proper Ethical and Legal
Foundation 235

Assessing a New Venture’s Financial Strength
and Viability 275

Building a New-Venture Team 311
Getting Financing or Funding 345

Managing and Growing an Entrepreneurial Firm 383

CHAPTER 11
CHAPTER 12
CHAPTER 13

CHAPTER 14
CHAPTER 15

Glossary 571

Unique Marketing Issues 385
The Importance of Intellectual Property 425

Preparing for and Evaluating the Challenges of
Growth 463

Strategies for Firm Growth 495
Franchising 531

Name Index 581
Company Index 584
Subject Index 587



This page intentionally left blank



Contents

Preface xiii

PART 1 Decision to Become an
Entrepreneur 1

CHAPTER 1 Introduction to
Entrepreneurship 3

Opening Profile—RIFFRAFF: The Classic
Entrepreneurial Story 3

Introduction to Entrepreneurship 5

What Is Entrepreneurship and Why Is It
Important? 6

Why Do People Become Entrepreneurs? 7
Be Their Own Boss 7
Pursue Their Own Ideas 8
Pursue Financial Rewards 9
Characteristics of Successful Entrepreneurs 9
Passion for the Business 10
Product/Customer Focus 12

Prim: How a Lack of Passion
and Resolve Can Kill a Business 13

Tenacity Despite Failure 14
Execution Intelligence 14
Common Myths About Entrepreneurs 15

SAVVY ENTREPRENEURIAL FIRM: Start-Up
Incubators and Accelerators: A Smart Way of
Gaining Access to Mentors, Partners, Investors,
and Other Critical Start-up Resources 16

Myth 1: Entrepreneurs Are Born, Not Made 17

Myth 2: Entrepreneurs Are Gamblers 17

Myth 3: Entrepreneurs Are Motivated Primarily

by Money 18

Myth 4: Entrepreneurs Should Be Young

and Energetic 18

Myth 5: Entrepreneurs Love the Spotlight 19
Types of Start-Up Firms 19

PARTNERING FOR SUCCESS: Partnering with College
Students via Campus Ambassador and Campus Rep
Programs 20

Changing Demographics of Entrepreneurs 21
Women Entrepreneurs 21
Minority Entrepreneurs 22
Senior Entrepreneurs 22
Millennial Entrepreneurs 23

The Positive Effects of Entrepreneurship
and Entrepreneurial Firms 23

Economic Impact of Entrepreneurial Firms 24

Entrepreneurial Firms’ Impact on Society 25

Entrepreneurial Firms’ Impact on Larger Firms 25
The Entrepreneurial Process 26

Decision to Become an Entrepreneur (Chapter 1) 26

Developing Successful Business Ideas

(Chapters 2-6) 27

Moving from an Idea to an Entrepreneurial Firm

(Chapters 7-10) 28

Managing and Growing an Entrepreneurial Firm
(Chapters 11-15) 28
Developing Skills for Your Career 28
Chapter Summary 29 | Key Terms 31
Review Questions 31 | Application Questions 31
You Be the VC 1.1 33 | YouBetheVC 1.2 33
CASE 1.1 34 | CASE1.2 37
Endnotes 39

PART 2 Developing Successful Business
Ideas 43

CHAPTER 2 Recognizing Opportunities
and Generating Ideas 45

Opening Profile—WIIVV: Solving Foot Pain
and Fatigue via Custom Fitted 3D Printed
Insoles 45

The Differences Between Opportunities and
Ideas 46

Three Ways to Identify Opportunities 48
Observing Trends 48
Solving a Problem 54

SAVVY ENTREPRENEURIAL FIRM: Solving Problems
via Social Ventures 56

Finding Gaps in the Marketplace 57

Why a Company That
Solved a Problem with a Great Product Went Out of
Business 59

Personal Characteristics of the Entrepreneur 60
Prior Industry Experience 60
Cognitive Factors 61
Social Networks 61
Creativity 62

Techniques for Generating Ideas 63
Brainstorming 63
Focus Groups 65

Library and Internet Research 66
vii



viii CONTENTS

Want Help Converting
a Business Idea into a Profitable Company? Find a
Mentor 67
Other Techniques 68
Chapter Summary 68 | Key Terms 69
Review Questions 69 | Application Questions 70
YouBethe VC 2.1 71 | YouBetheVC22 71
CASE2.1 72 | CASE22 75
Endnotes 17

CHAPTER 3 Feasibility Analysis 81
Opening Profile—OWLET BABY CARE: The Value of
Validating a Business Idea 81

Feasibility Analysis 83

Product/Service Feasibility Analysis 84
Product/Service Desirability 85
Product/Service Demand 89

Industry/Target Market Feasibility Analysis 92

SAVVY ENTREPRENEURIAL FIRM: Prototyping: How
to Build What the Customer Wants 93

Industry Attractiveness 94
Target Market Attractiveness 95
Organizational Feasibility Analysis 96
Management Prowess 96
Resource Sufficiency 96
Finding the Right
Business Partner 97
Financial Feasibility Analysis 98
Total Start-Up Cash Needed 98
Financial Performance of Similar Businesses 99
Overall Financial Attractiveness of the Proposed
Venture 100
A Feasibility Analysis Template 101
How Feasible Was the
Keurig At-Home Soda Machine to Begin With? 102
Chapter Summary 103 | Key Terms 104
Review Questions 104 | Application Questions 105
You Be the VC 3.1 106 | YouBethe VC 3.2 106
CASE 3.1 107 | CASE3.2 110
Appendix 3.1 113
Appendix 3.2 114
Appendix 3.3 116
Endnotes 118

CHAPTER 4 Developing an Effective
Business Model 121

Opening Profile—INDIEU: Executing on an Established
Business Model and Preparing for the Future 121

Business Models and Their Importance 123
SAVVY ENTREPRENEURIAL FIRM: CoachUp: How

One Company Creates, Delivers, and Captures Value

for Its Stakeholders 124

General Categories of Business Models 125
Standard Business Models 125
Disruptive Business Models 127
Peer-to-Peer Business
Models: Good for Some, Not So Good for
Others 128
The Barringer/Ireland Business Model
Template 130
Core Strategy 130
Resources 134
Financials 136
Operations 139
Upwork and Guru:
Platforms That Facilitate the Forming of Partnerships
with Freelancers 142
Chapter Summary 143 | Key Terms 144
Review Questions 144 | Application Questions 145
You Be the VC 4.1 146 | You BetheVC 4.2 146
CASE 4.1 147 | CASE4.2 151
Appendix 1 156
Endnotes 157

CHAPTER S Industry and Competitor
Analysis 161

Opening Profile—WRITELAB: Occupying a Unique
Position in a Challenging Industry—and Thriving 161

Industry Analysis 163
Studying Industry Trends 164

Three Ts That Are
Important for Becoming Active in an Industry: Trade
Associations, Trade Shows, and Trade Journals 165

The Five Forces Model 166
Threat of Substitutes 167
Threat of New Entrants 168
Rivalry among Existing Firms 169
Bargaining Power of Suppliers 170
Bargaining Power of Buyers 171

The Value of the Five Forces Model 172

SharpScholar: Lessons
Learned from a Failed EdTech Start-up 173

Industry Types and the Opportunities They
Offer 175

Emerging Industries 175
Fragmented Industries 176
Mature Industries 177
Declining Industries 177
Global Industries 178
Competitor Analysis 178
Identifying Competitors 178
SAVVY ENTREPRENEURIAL FIRM: Thriving in a

Crowded Industry by Creating Meaningful Value and
Differentiation from Competitors 180



Sources of Competitive Intelligence 181

Completing a Competitive Analysis Grid 181
Chapter Summary 183 | Key Terms 184
Review Questions 184 | Application Questions 185
You Be the VC 5.1 186 | You Bethe VC5.2 186
CASE 5.1 187 | CASEb5.2 189
Endnotes 193

CHAPTER 6 Writing a Business
Plan 195

Opening Profile— ATHLETIC PROPULSION LABS:
How Athletic Propulsion Labs Benefited from Writing a
Business Plan 195

The Business Plan 197
Reasons for Writing a Business Plan 198

Who Reads the Business Plan—and What Are They
Looking For? 199

A Firm’s Employees 199
Investors and Other External Stakeholders 200
Guidelines for Writing a Business Plan 200
Structure of the Business Plan 201
Content of the Business Plan 202
Outline of the Business Plan 204
Exploring Each Section of the Plan 204

SAVVY ENTREPRENEURIAL FIRM: Know When to
Hold Them, Know When to Fold Them 205

What Move Loot Learned the
Hard Way about the Economics of a Business 211

Presenting the Business Plan to Investors 216

Establishing

a Community of True Believers and Early

Evangelists 217

The Oral Presentation of a Business Plan 218

Questions and Feedback to Expect from Investors 220
Chapter Summary 220 | Key Terms 221
Review Questions 221 | Application Questions 222
You Be the VC 6.1 224 | You Bethe VC 6.2 224
CASE 6.1 225 | CASEG6.2 228
Endnotes 231

PART 3 Moving from an Idea to an
Entrepreneurial Firm 233

CHAPTER7 Preparing the Proper
Ethical and Legal Foundation 235

Opening Profile—BILLY GOAT ICE CREAM: Proceeding
on a Firm Legal Foundation 235

Establishing a Strong Ethical Culture for a
Firm 237

Lead by Example 238
Establish a Code of Conduct 239

CONTENTS iX

Implement an Ethics Training Program 239

Dealing Effectively with Legal Issues 240
Choosing an Attorney for a Firm 240
SAVVY ENTREPRENEURIAL FIRM: Don’t Hesitate to
Say “We’re Sorry” 241
Drafting a Founders’ Agreement 243
Avoiding Legal Disputes 243

Vesting Owner-
ship in Company Stock: A Sound Strategy for
Start-Ups 244

Obtaining Business Licenses and Permits 247
Federal Licenses and Permits 247
State Licenses and Permits 247
Local Licenses and Permits 249
How Flytenow Got Grounded
by Government Regulations 250
Choosing a Form of Business Organization 250
Sole Proprietorship 251
Partnerships 253
Corporations 254
Limited Liability Company 257
Chapter Summary 258 | Key Terms 259
Review Questions 260 | Application Questions 260
You Be the VC 7.1 262 | You Be the VC 7.2 262
CASE7.1 263 | CASE7.2 266
Appendix 7.1 270
Endnotes 272

CHAPTER 8 Assessing a New Venture’s
Financial Strength and Viability 275

Opening Profile—ESSENTIUM MATERIALS: Managing
Finances Prudently 275

Introduction to Financial Management 277
Financial Objectives of a Firm 277
The Process of Financial Management 278
Organizing
Buying Groups to Cut Costs and Maintain
Competitiveness 279

Financial Statements 280
Historical Financial Statements 282

SAVVY ENTREPRENEURIAL FIRM: Know the Facts
Behind the Numbers 284

Forecasts 289

Sales Forecast 290

Forecast of Costs of Sales and Other Items 291
Pro Forma Financial Statements 293

Pro Forma Income Statement 294

Be Careful what You Wish
for: How Growing too Quickly Overwhelmed One
Company’s Cash Flow 295

Pro Forma Balance Sheet 295



X

CONTENTS

Pro Forma Statement of Cash Flows 297

Ratio Analysis 298
Chapter Summary 299 | Key Terms 300
Review Questions 300 | Application Questions 301
You Be the VC 8.1 302 | You Bethe VC8.2 302
CASE 8.1 303 | CASES8.2 306
Endnotes 308

CHAPTERS Building a New-Venture
Team 311

Opening Profile—WILD FRIENDS FOODS: Hitting the
Ground Running 311

Liability of Newness as a Challenge 313
Creating a New-Venture Team 313
The Founder or Founders of a Venture 314
Devver: How Miscues in
Regard to the Composition and Management of a
New-Venture Team Can Kill a Start-Up 316
The Management Team and Key Employees 318
SAVVY ENTREPRENEURIAL FIRM: Seek out
“Lifehacks” to Increase Personal Productivity and
Efficiency 319
Collaborative Soft-
ware: Helping New Venture Team Members Achieve
Their Goals 323
The Roles of the Board of Directors 324
Rounding Out the Team: The Role of Professional
Advisers 326
Board of Advisors 326
Lenders and Investors 328
Other Professionals 329
Consultants 329
Chapter Summary 330 | Key Terms 331
Review Questions 332 | Application Questions 332
You Be the VC 9.1 334 | You Bethe VC 9.2 334
CASE 9.1 335 | CASE9.2 338
Endnotes 341

CHAPTER 10 Getting Financing or
Funding 345

Opening Profile—KINVOLVED: Raising Money Carefully
and Deliberately 345

The Importance of Getting Financing or
Funding 347

Why Most New Ventures Need Funding 347
Cash Flow Challenges 347
Capital Investments 348
Lengthy Product Development Cycles 348

Startup Weekend: A
Fertile Place to Meet Business Cofounders 349

Sources of Personal Financing 350

CHAPTER 11
Issues 385

Personal Funds 350

Friends and Family 350

Bootstrapping 351
Preparing to Raise Debt or Equity Financing 352
Sources of Equity Funding 355

Business Angels 355

Venture Capital 357

Initial Public Offering 358

How One Start-Up Caught
the Attention of VCs, Gained 25,000 Daily Users, and
Still Failed 359

Sources of Debt Financing 361
Commercial Banks 361
SBA Guaranteed Loans 362
Other Sources of Debt Financing 363
Creative Sources of Financing and Funding 364
Crowdfunding 364
Leasing 365
SBIR and STTR Grant Programs 365
Other Grant Programs 367
Strategic Partners 367
SAVVY ENTREPRENEURIAL FIRM: Working Together:
How Biotech Firms and Large Drug Companies
Bring Pharmaceutical Products to Market 368
Chapter Summary 368 | Key Terms 370
Review Questions 370 | Application Questions 371
You Be the VC 10.1 372 | You Be the VC 10.2 372
CASE 10.1 373 | CASE10.2 376
Endnotes 380

PART 4 Managing and Growing an
Entrepreneurial Firm 383

Unique Marketing

Opening Profile—REAL TIME CASES: Creating a
New Brand in Business Cases via Guerilla Marketing
Techniques 385

Selecting a Market and Establishing a
Position 387

Segmenting the Market 387
Selecting a Target Market 388
Crafting a Unique Market Position 389
Branding 390
SAVVY ENTREPRENEURIAL FIRM: How Retail
Start-ups Compete Against Walmart and Other Big
Box Retailers 391
Two Examples of
Successful Co-Branding Partnerships 395

The 4Ps of Marketing for New Ventures 395



Product 396
Price 397
What Start-Ups Can Learn
about Marketing from Missteps at JCPenney 399
Promotion 400
Place (or Distribution) 407
Sales Process and Related Issues 408
Chapter Summary 411 | Key Terms 412
Review Questions 412 | Application Questions 413
You Be the VC 11.1 414 | YouBethe VC 11.2 414
CASE 11.1 415 | CASE11.2 419
Endnotes 422

CONTENTS Xi

Trade Secret Protection Methods 451
Conducting an Intellectual Property Audit 452
Why Conduct an Intellectual Property Audit? 452
The Process of Conducting an Intellectual Property
Audit 452
Chapter Summary 453 | Key Terms 454
Review Questions 455 | Application Questions 455
You Be the VC 12.1 457 | You Bethe VC 12.2 457
CASE 12.1 458 | CASE 122 459
Endnotes 461

CHAPTER 13 Preparing for and
Evaluating the Challenges of
Growth 463

Opening Profile—MATI ENERGY: Growing in a Fast-

CHAPTER 12 The Importance of
Intellectual Property 425

Opening Profile—3DERM SYSTEMS: The Key Role
of Intellectual Property Early in a Firm’s Life and Its
Ongoing Success 425

The Importance of Intellectual Property 427

Determining What Intellectual Property to Legally
Protect 429

The Four Key Forms of Intellectual Property 429
Patents 430

Types of Patents 431

Who Can Apply for a Patent? 433

The Process of Obtaining a Patent 433

SAVVY ENTREPRENEURIAL FIRM: Knowing
the Ins and Outs of Filing a Provisional Patent
Application 436

Patent Infringement 437
Trademarks 437

How the Maker
Movement is Bringing Individual Inventors and Large
Firms Together 438

The Four Types of Trademarks 439

What Is Protected Under Trademark Law? 440
Exclusions from Trademark Protection 441
The Process of Obtaining a Trademark 441
Trademark Infringement 443

David Conquers Goliath in
Three Trademark Disputes 444

Copyrights 445
What Is Protected by a Copyright? 445
Exclusions from Copyright Protection 446
How to Obtain a Copyright 446
Copyright Infringement 447
Copyright and the Internet 448
Trade Secrets 449
What Qualifies for Trade Secret Protection? 450
Trade Secret Disputes 450

Paced, Yet Conscientious Manner 463
Preparing for Growth 465
Appreciating the Nature of Business Growth 465
Staying Committed to a Core Strategy 467
Planning for Growth 468
Reasons for Growth 469
Capturing Economies of Scale 469
Dishero: How Mediocre
Success can Lead to Difficult Decisions 470
Capturing Economies of Scope 471
Market Leadership 471
Influence, Power, and Survivability 471
Need to Accommodate the Growth of Key
Customers 472
Ability to Attract and Retain Talented Employees 472
Managing Growth 472
Knowing and Managing the Stages of Growth 472
SAVVY ENTREPRENEURIAL FIRM: Salesforce.com
Crosses the Chasm 476
Challenges of Growth 477
Managerial Capacity 477
Day-to-Day Challenges of Growing a Firm 478
Three Choices for
Fulfilling Orders for an Online Company 479
Chapter Summary 481 | Key Terms 482
Review Questions 482 | Application Questions 482
You Be the VC 13.1 484 | You Bethe VC 13.2 484
CASE 13.1 485 | CASE 13.2 488
Endnotes 492

CHAPTER 14 Strategies for Firm
Growth 495

Opening Profile—FILTEREASY: Employing Both Internal
and Extrenal Strategies for Growth 495

Internal Growth Strategies 496



CONTENTS

New Product Development 497

Additional Internal Product-Growth
Strategies 500

Improving an Existing Product or Service 500

Increasing the Market Penetration of an Existing Product
or Service 500

Extending Product Lines 501
Geographic Expansion 501
International Expansion 502

Lessons for Growth-Minded
Start-Ups from Crumbs Bake Shop’s Failure 503

Assessing a Firm’s Suitability for Growth through
International Markets 504

Foreign Market Entry Strategies 505
Selling Overseas 505

External Growth Strategies 506
Mergers and Acquisitions 506
Licensing 510
Strategic Alliances and Joint Ventures 511

SAVVY ENTREPRENEURIAL FIRM: Paint Nite:
Growing via an Innovative Form of Licensing 512

Three Steps to Alliance
Success 514
Chapter Summary 516 | Key Terms 517
Review Questions 517 | Application Questions 518
You Be the VC 14.1 519 | You Be the VC 14.2 520
CASE 14.1 520 | CASE 14.2 524

Endnotes 528

CHAPTER 15 Franchising 531

Opening Profile—UPTOWN CHEAPSKATE:
Franchising as a Form of Business Ownership
and Growth 531

What Is Franchising and How Does It Work? 534
What Is Franchising? 534
How Does Franchising Work? 534

Establishing a Franchise System 537
When to Franchise 538

Steps to Franchising a Business 538

SAVVY ENTREPRENEURIAL FIRM: Wahoo’s Fish
Taco: A Moderate-Growth Yet Highly Successful
Franchise Organization 539

Selecting and Developing Effective Franchisees 541

Advantages and Disadvantages of Establishing a
Franchise System 542

Buying a Franchise 544
Is Franchising Right for You? 544

Down But Not Out:
What Happened to Sbarro and Will It Make a
Comeback? 545

The Cost of a Franchise 546
Finding a Franchise 548

Advantages and Disadvantages of Buying a
Franchise 549

Steps in Purchasing a Franchise 551

Watch Out! Common Misconceptions about
Franchising 552

Legal Aspects of the Franchise Relationship 553
Federal Rules and Regulations 553
State Rules and Regulations 554
More about Franchising 556
Franchise Ethics 556
International Franchising 557
The Future of Franchising 558
Franchises Partner
with Nonprofits to Give Back 559
Chapter Summary 560 | Key Terms 561
Review Questions 561 | Application Questions 562
You Be the VC 15.1 563 | You Be the VC 15.2 563
CASE 15.1 564 | CASE 15.2 567
Endnotes 569

Glossary 571
Name Index 581
Company Index 584
Subject Index 587



Pretace

New to this Edition

This sixth edition is a thorough revision of our book. Each chapter has been
revised for the purpose of presenting you, our readers, with a foundational under-
standing of entrepreneurship as well as with current examples of actions being
taken by entrepreneurs and by entrepreneurial firms. We use insights from the
academic literature and the experiences of practicing entrepreneurs to inform our
explanation of entrepreneurship. To present you with specific examples of entre-
preneurs’ actions and the actions taken by entrepreneurial firms, we again use
insights from entrepreneurs as well as from business people. These insights from
practicing entrepreneurs and their firms and from business people were drawn
from many sources including podcasts, blogs, newspapers, companies’ websites,
and popular business publications such as The Wall Street Journal and Fortune
magazine among many others. As we’ll explain later in greater detail, we also
draw from the academic literature to make certain that we are presenting you
with accurate and current descriptions of what researchers have learned about
successful entrepreneurs and effective entrepreneurial firms.

Opening Profile FEach of the book’s 15 chapters
opens with a profile of an entrepreneurial firm that was
started while the founder or founders were in college
or shortly after graduating. All “Opening Profiles,” with
each one being linked to an individual chapter’s topic,
are new to this edition. Each “Opening Profile” is based
on a personal interview with the student entrepreneur or
entrepreneurs who founded the company around which
each profile is written.

ATHLETIC PROPULSION LABS

Updated Boxed Features The majority of the
“Savvy Entrepreneurial Firm,” “Partnering for Success,”
and “What Went Wrong?” boxed features are new to
this edition. The few features that are not new have

Cofounders BEST ADVICE I'VE RECEIVED BEST PART OF BEING A
been updated. These features alert readers to contem- Togamon e T an thoonironmon

BBA, Entrepreneurship, Finance &
Marketing, University of Southern
California, 2009

MY ADVICE FOR NEW
ENTREPRENEURS

MY FAVORITE SMARTPHONE

porary issues facing entrepreneurs and their firms. In

Invest in yourself Instagram
addition, the content of the features suggest actions G S STICITI MY BIGGEST WORRY A3 AN
California, 2009 Not maximizing every opportunity

SAVVY ENTREPRENEURIAL FIRM

Prototyping: How to Build What the Customer Wants

Step 1: A Drawing. A simple drawing of the device,
with a paraaraph or two that describes how it will

product that is built to test a concept or a process.
\The idea is to show the sampli
users and then use their feedback t
If you are making a hardware produ
Monitor, you may iterate on your pr

Aprototype is an early sample, model, or release of a

PARTNERING FOR SUCCESS

Collaborative Software: Helping New Venture Team Members
Achieve Their Goals

before you have a final design.
used to describe the process of it
“fail early and often.” That phrase
ure in the broad sense. It's more :
It's a philosophy that suggests that
involves running a lot of tests witt
Each test will allow you to discard
uct the potential customers didn’
the parts of the product they did. Y

‘What Is Collaborative Software?

Collaborative software is a computer program designed
to help people involved in a common tas
goals. Think of a basketball team. Althot
five members of a team are individuals, t
dinate their efforts to achieve the best
situations occur in business organizatio
software engineers may be working on thi
Collaborative software helps them coordil
to achieve the best possible outcome.

Most collaborative software systems are judged by
their usefulness and ease of use. The ultimate test of a

WHAT WENT WRONG?

For example, Owlet learned by wa
after they put their baby to sleep, tt
Owlet Baby Monitor Base Station

they moved about the house, so th
Eonl L R ST S

Be Careful what You Wish for: How Growing too Quickly Overwhelmed
One Company’s Cash Flow

to potential investors, Wise Acre Frozen Treats found itself
Tools That Are Normally Included in somewhat of a no-man’s-land. Although its future was

The way collaborative software programs v

hen Jim Picariello started Wise Acre Frozen Treats,
no other company was making organic popsicles

from unrefined sweeteners. Working out of a bright, the entrepreneurial venture wasn’t big enough yet

makeshift kitchen in 2006, Picariello developed his reci-
pes using maple syrup and honey. He worked alone for a
year and a half before hiring his first employee. About that
time, his frozen popsicles really took off; by 2008, Wise
Acre Frozen Treats had 15 employees, a 3,000-square-
foot manufacturing facility, and was distributing its prod-
uct to natural food stores and supermarkets across the
Fact Caact Tha eamnany was awardad a cantract tn

offer a common shared environment for

for investors to take notice. As time went on, serious cash
flow difficulties kicked in. According to a blog post that
Picariello wrote about Wise Acre Frozen Treats’ failure, the
company was burning through about $30,000 a month at
its peak but didn’t have the capital to back it up.

In retrospect, many things lined up well for Wise Acre
Frozen Treats. It had a product that sold well, it had national
distrihutian and it had a hicinass nlan that indicatad that it

xiii
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PREFACE

entrepreneurs can take to deal with various contemporary issues. The boxed
features appearing in this new edition of our book focus on many different top-
ics such as how entrepreneurial firms can use collaborative software to help
team members reach their goals, the need to develop and test a prototype of a
product or service as a means of determining how to meet customers’ needs,
and how growing too quickly overwhelmed a firm'’s ability to properly manage
its cash flow.

New and Updated End-of-Chapter Cases The majority of the end-
of-chapter cases are new to this edition. For example, through Case 10.2
on p. 376, you will learn about how Kickstarter is becoming an increasingly
important pathway through which entrepreneurs obtain seed capital for their
ventures. The few cases that have been retained have been updated. Two
cases are presented at the end of each chapter. Comprehensive in nature, the
cases have been selected to represent the principles examined within indi-
vidual chapters and to provide readers with opportunities to think about how
principles apply to situations particular companies are facing. The questions
appearing at the end of each case can be used to stimulate classroom discussion
or for quizzes or tests. MyLab Entrepreneurship offers additional discussion
questions and practice questions to enhance your learning experience.

New and Updated ‘““You be the VC” Features Two features called
“You be the VC” appear toward the end of each chapter. Each of these unique
features present readers with a “pitch” for funding an emerging entrepreneur-
ial venture. The features are designed to stimulate classroom discussion by
sparking a debate about whether a particular entrepreneurial venture should
or should not be funded by a venture capitalist. In essence, students are asked
to take on the role of a venture capitalist when evaluating the commercial vi-
ability of what are real-life entrepreneurial ventures. Almost all of the “You be
the VC” features appearing in this edition are new.

Updated References The amount of academic research being completed
to add to our understanding of entrepreneurship and how entrepreneurs prac-
tice it continues to expand. Importantly, the quality of this research, in terms
of its ability to inform entrepreneurial practices, is increasing. To provide our
readers with the most recent insights from academic journals, we draw ideas
and insights from recent research articles appearing in well-established and
highly respected journals such as Strategic Entrepreneurship Journal, Journal
of Business Venturing, Entrepreneurship Theory and Practice, Academy of
Management Journal, Strategic Management Journal, and Organization Science
among others. All of these journals are recognized for their contributions to
entrepreneurship that are made by the articles they publish. Similarly, and as
mentioned previously, we draw from podcasts, blogs, companies’ websites, and
publications such as The Wall Street Journal and Entrepreneur among others
to find materials that describe how entrepreneurs rely on their hard-earned
practical experience in order to achieve success when leading their entrepre-
neurial ventures. The references we drew from academic journals are very
current as are the stories and experiences that are described in the podcasts,
blogs, and established publications that we consulted while writing this edition
of our book.

Solving Teaching and Learning Challenges

The lure of entrepreneurship for people who launch their own businesses is the
ability to create a product or a service with the potential to enhance people’s
lives. While entrepreneurs want to earn profits from the money, time, and energy



they invest in their firms, they typically also want to make a difference—to indi-
viduals who buy their product or service and to the local community in which
they operate. To do this though, entrepreneurs need to follow a process to fulfill
their dreams and to be successful.

As has always been the case with our book, we remain committed to the
position that to be successful, entrepreneurs must follow a specific set of activi-
ties. We call this set of activities “The Entrepreneurial Process,” around which
this book is written. This process includes four interrelated steps: (1) deciding
to become an entrepreneur, (2) developing successful business ideas, (3) mov-
ing from an idea to an entrepreneurial firm, and (4) managing and growing the
entrepreneurial firm. While entrepreneurship is not easy, we strongly believe
that following the entrepreneurial process presented in this book will increase
the likelihood that entrepreneurs will be successful in their efforts to launch
and operate a business that is based on their identification of an opportunity
and the development of their unique idea, in the form of a product or a service,
to pursue it.

By following this unique process, aspiring entrepreneurs increase the like-
lihood that the investments they make will pay dividends and will bring them
great satisfaction as they meet the needs of various groups including custom-
ers, those working for the entrepreneurial venture, and the local communities
in which those ventures operate. We use the following features to clearly and
concisely explain the entrepreneurial process and to bring that process to life
for readers in the process of doing so.

The Entrepreneurial Process The process’ 4 major steps are explained
in a total of 15 chapters. Studying this process informs an understanding of
entrepreneurship and how to practice it for the purpose of establishing and
then successfully growing an entrepreneurial venture. Once a venture has
been launched, entrepreneurs should continuously revisit and study the parts
of the process to verify that the venture is taking actions with a high probabil-
ity of leading to entrepreneurial success.

Decision to
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as university-level students, some individuals decide at that time to become
entrepreneurs. Owlet Baby Care, for example, is the subject firm of Chapter
3’s “Opening Profile.” This firm’s product, called the Owlet Baby Sock, is also
pictured on the cover of this book. By placing the Owlet Baby Sock on a foot,
parents are able to monitor a baby’s heartbeat and oxygen level while she or
he sleeps. Chapter 3’s topic is Feasibility Analysis, meaning that the discus-
sion about Owlet Baby Sock in the chapter’s “Opening Profile” revolves around
efforts the firm’s cofounders took to see if their product was indeed commer-
cially feasible. Overall, the “Opening Profiles” show students reading this book
that they, too, may have the potential to establish an entrepreneurial venture
while attending a university or college or shortly after graduating.

Partnering for Success Boxed Feature The ability for entrepreneurial
ventures to partner with other firms is becoming an increasingly important
attribute of successful entrepreneurial ventures. This boxed feature exposes
students to a number of different ways entrepreneurial ventures partner with

24

Franchises Partner with Nonprofits to Give Back

partnering with nonprofit organizations in an effort to
give back. An example is Panera Bread. At the end
of each day, Panera’s bakery-cafés donate their unsold
bread and baked goods to local hunger relief and chari-
table organizations. By doing this, Panera Bread extends
its goal of providing wholesome food to people in the
communities in which it operates.
The following are three rules-of-thumb that franchise
organizations with successful partnerships with nonprofits
follow.

An increasing number of franchise organizations are

#1 Find the Right Partner

Most franchise organizations have a mission or set of val-
ues that defines their purpose. For example, a franchise
organization that sells children’s clothing or provides
after-school tutoring for kids might partner with an organi-
zation like St. Jude Children’s Research Hospital. St. Jude
provides medical assistance to children who are sick
free of charge. By raising money for St. Jude or a similar
nonprofit, a franchise organization that caters to children
allows the children and their families to provide help to
other children who are less fortunate than they are.

SAVVY ENTREPRENEURIAL FIRM

#3 Have Skin in the Game

For a partnership between a franchise organization and
a nonprofit to be authentic, it is important that the fran-
chise organization have skin in the game. Employees
and customers respond more positively when they are
not only being asked to donate money or time but the
franchise organization is making a sacrifice, too. For
example, in 2014, about 1,400 Denny’s restaurants sold
coupons in support of No Kid Hungry's efforts to help
more than 16 million American children who struggle with
hunger. For a $3 donation, customers received $9 worth
of coupons that could be used at participating Denny’s
restaurants. Similarly, Sport Clips Haircuts sponsors
an annual campaign titled “Saving Lives Never Looked
So Good.” It's a partnership between the sports-theme
barbershop franchise and the American Red Cross.
During the annual month-long campaign, Sports Clips
gives a free haircut coupon to everyone who donates
blood

Questions for Critical Thinking

1. Identify an ideal nonprofit for a fitness center fran-
o B T Y

How Retail Start-ups Compete Against Walmart and Other Big Box Retailers

is whether they'll be able to compete against
Walmart, Home Depot, and the other big-box
stores. It's a legitimate fear. The big-box stores continue
to grow, particularly in terms of product line and geo-
graphic breadith. There are now big-box stores in towns
with populations of 10,000 or less. We've all heard sto-
ries about big-box stores moving into small towns and
driving local merchants out of business. So it's no won-
der that someone with an idea for a men’s clothing store
or a pet store might wonder “but will | really be able to
compete against Walmart?” Couple this fear with the
fear of competing with e-commerce sites and it's easy to
see why someone might pass on a potentially attractive
business idea.
still, many do compete

One of the main fears that retail start-ups have

store. The stores themselves also have inherent disad-
vantages. Customers complain of crowded aisles, long
checkout lines, and an inability to find help if they’re look-
ing for something in the store. While the category killers,
like Home Depot and PetSmart, are better at customer
service and product knowledge, they're still trying to sell
the most popular products to mainstream customers. For
example, although Academy offers an impressive selec-
tion of sporting goods, clothing, and outdoor gear, it can’t
offer everything. This leaves an opening for a store like
TrackShack, which is a locally-owned running shoe and
running gear store in Orlando, FL.

TrackShack offers a wider selection of running shoes
and deeper product knowledge than Academy or DICK'S
Sporting Goods could offer. Pause for a moment and look
at

against big-box stores. Their success, however, is not by
chance. Although impossible to compete against Walmart
and the others on price, price isn't everything. There are
many other forms of competition including product qual-
iy, customer service, product knowledge, ties to the local
community, and so forth. The following is an analysis of
how big-box retailers compete, what their vulnerabilities
are, and strategies for competing directly against big-box
retailers.

’s website (www. om). This
store is owned by local entrepreneurs—dJohn and Betsy
Hughes. If you compare TrackShack to Academy on run-
ning shoes, Academy may win on price, but TrackShack
wins on selection, product quality, product knowledge,
customer service, convenience, and ties to the local com-
munity. That's a pretty compelling set of advantages to
build upon.

Strateaies for Competina aqainst Bia-Box Stores
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How One Start-Up Caught the Attention of VCs, Gained 25,000 Daily Users,

and Still Failed

rawQuest was launched in February 2013 by Chris-
topher Poole. It was a pivot—an earlier version of the
product was called Canvas. DrawQuest was an app

built for the iPad, iPhone, and iPad Touch. The idea was
to encourage creativity through a daily drawing challenge.
Here's how it worked. Each day, a drawing challenge
was posted. The DrawQuest screen would display part
of a picture and challenge the user to complete it. For
example, the screen might show a picture of a child look-
ing out into the water, and the challenge would be “What's
in the water?” The user would then complete the picture.
Other examples include a screen with a hat at the top,
and the challenge would be “Who's wearing the hat?”
Similarly, the screen might include a person standing on
a balcony, and the challenge would be “What can you
see from the balcony?” The DrawQuest app provided a
basic kit of online drawing tools to complete the picture.
The point wasn't to create an elegant drawing. In fact, the
tools resulted in the drawings being somewhat cartoon-
ish in nature. The point was to force people to be creative
by deciding what to put in the water or what could be
seen from the balcony. The app and the basic set of draw-
ing tools were free. DrawQuest made money be selling
upgrades to the kit of drawing tools, like better brushes,
additional palettes of paint, more vivid colors, and so forth
The app itself did welL. In the short year it was in exis-

tanra it raarhar 1 4 millian Anwnlnads B&N 0NN ramic.

encountered was the pivot that Poole and his team exe-
cuted. Prior to DrawQuest, the team built an app named
Canvas that did not work out. They pivoted to DrawQuest,
which resonated better with users and drew a larger audi-
ence. The problem is that they spent half their investors
money on Canvas. Referring to that challenge, Poole
wrote, “We built this app (DrawQuest) with less than half
of our runway remaining. You have to do twice as much
with half as much money. It's really freaking hard.”

Ultimately, Poole and his team decided to pull the
plug. They investigated selling DrawQuest to another
company, but no one bit. In the blog post titled “Today
My Startup Failed,” Poole provided insight into the human
side of business failure. He wrote:

I'm disappointed that | couldn’t produce a better
outcome for those who supported me the most—my
investors and employees. Few in business will know
the pain of what it means to fail as a venture-backed
CEO. Not only do you fail your employees, your cus-
tomers, and yourself, but you fail your investors—
partners who helped you bring your idea to life.

others for the purpose of increasing their suc-
cess. Sometimes entrepreneurial firms partner
with companies their own size while they partner
with very large organizations in other instances.
The purpose of this boxed feature, which appears
in each of the 15 chapters, is to describe col-
laborative relationships that benefit entrepre-
neurial ventures. Questions about each feature’s
content appear at the end of the feature. These
questions challenge students to think critically
about the feature’s content and can be used to
stimulate classroom discussions.

Savvy Entrepreneurial Firm FEach chapter
contains a feature called “Savvy Entrepreneurial
Firm.” These features, which explain practices
entrepreneurs follow that help their ventures
become successful, present students with tools
and techniques entrepreneurs use when leading
entrepreneurial ventures. Essentially, this fea-
ture describes entrepreneurship in action. After
reading all 15 “Savvy Entrepreneurial Firm” fea-
tures, students will have a set of practices entre-
preneurs use for the purpose of increasing their
firm’s operational success. Questions that can
be used to facilitate discussions among students
or as quizzes or tests appear at the end of each
feature.

What Went Wrong? Mistakes are made in
entrepreneurial firms. With this feature, with one
appearing in each chapter, we describe for stu-
dents “What Went Wrong?” for an entrepreneur
and the venture she or he was leading. Reading
these features explains actions to students that
they want to avoid as entrepreneurs. The ques-
tions appearing at the end of each feature can
be used as discussion starters, and as a founda-
tion for asking students to describe actions that
could have been taken to avoid the problem that
is described in a particular “What Went Wrong?”
feature.



Barringer/Ireland Business Model Template The Barringer/Ireland
Business Model Template, developed by the authors specifically for this book,
is a nicely designed tool that helps students think through and articulate
the business model for a proposed venture or an existing firm. Each section
of the template, which is presented as Appendix 1 on p. 156 in Chapter 4, is
fully explained in the chapter. The template can be easily copied and used by
those wishing to develop a business model for an entrepreneurial venture.
Additionally, if students are required to develop an idea for an entrepreneurial
venture as a course requirement, they can also be asked to complete the tem-
plate as part of such an assignment. In Case 4.2, titled “TOMS’ One-for-One
Business Model: Is It Sustainable?” we use the Barringer/Ireland Business
Model Template to present TOMS’ business model (see p. 151). This allows
students to study a “live” business model and increase their understanding of
how to use the template.

Feasibility Analysis Students and entrepreneurs typically find it challeng-
ing and difficult to determine if their idea for a product or service is feasible as
the foundation for an entrepreneurial venture. Chapter 3 provides a detailed
explanation of the steps entrepreneurs should take to complete a feasibility
analysis. These steps are shown in Table 3.1. Three additional tools are offered
to students in Chapter 3 to enhance their understanding of how to conduct a
feasibility analysis. In Appendix 3.1 on p. 113, tips for conducting interviews to
assess a product or a service’s feasibility, as well as examples of questions to
ask and questions not to ask during an interview, are presented. In Appendix
3.2 (see p. 114), we present a tool called First Screen. Students and entrepre-
neurs can use this template to complete a feasibility analysis regarding an
idea they have for an entrepreneurial venture. Finally, Appendix 3.3 on p. 116
contains an Internet Resource Table that provides resources that are helpful
when completing the First Screen template. In all, students can use the tools
and information featured in these three appendixes to assess the feasibility of
an idea they have as the foundation for launching an entrepreneurial venture.

End-of-Chapter Review and Application Questions Two sets of
questions appear at the end of each chapter. By answering the review ques-
tions, students have opportunities to see if they have understood the concepts,
tools, and techniques that were presented within each chapter. More compre-
hensive in nature, the application questions can be used to stimulate class-
room discussions or to assess students’ ability to explain how chapter-specific
concepts, tools, and techniques would be used by an entrepreneur or within
an entrepreneurial firm.

Review Questions

Application Questions

1-1. Do yo 1-11. Why is a ps
will e ading ghout the important cessful

world, or do you think its appeal will sub- entrepreneurs

side over time? 1-12. What is it about “tenacity” that makes

entre ?
1-13. What ive common myths of
associated with entrepre- entrepreneurship?

rate of fail

You be the V€ Two of these features, which asks students to assume the
role of a venture capitalist, appear at the end of each chapter. In each “You be
the VC” feature, the idea behind a newly-launched entrepreneurial venture
is described. Given the product or service and the firm, students are asked
to decide what additional information they would require to decide if they
would or would not fund the venture. Chapter 6’s “You be the VC 6.2” (see
P- 224) discusses Ava, a company that has built a smartphone app that tran-
scribes translations received through mobile phones into texts. These trans-
lations allow people with hearing problems to follow conversations occurring
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in group settings. With a total of 30 “You be the VC” features included in the
book, students have multiple opportunities to carefully evaluate the com-
mercial potential of a variety of products and services being offered by newly-
established entrepreneurial firms.

YOU BE THE VC 6.2 COMPANY: Ava YOU BE THE VC 12.2 COMPANY: Kolibree

* Web: www.ava.me *

* Twitter: @

Business Idea: Build a app that
conversations received through mobile phones’ micro-
phones into text, so people with hearing problems can
follow along in a group setting.

Pitch: It is difficult for people who are deaf or hearing-
impaired to follow conversations in group settings such
as a family dinner, a business meeting, a presentation,
or lunch with friends. Even in a setting where every par-
ticipant knows sign language, picking up an entire con-
versation is challenging. Sign language relies on people
watching each other sign, and in a group setting people
often talk that are not directly looking at each other. The
only option that people with hearing problems have to
fully capture a group conversation s to hire a transcriber
or interpreter. That's an impractical solution, given that
transcribers and interpreters charge up to $125 per hour.

A\

d.light: How Bringing Its Business Plan to Life Helped
Get Off to a Strong Start

a Social Enterprise

Avaisa app designed to tackle this problem.
Here’s how it works. Ava connects all the smartphones in
a room via an app. All a person with hearing difficulties
has to do is invite the people i the room to participate,
and if they have Ava on their phones, they can accept the
invite. Ava will then, through the microphone in each par-
ticipant's smartphone, transcribe the conversation in real
time and display the transcription on the hearing-impaired
person’s phone. Each person’s comments include their
name and show up in a different color. Ava's interface will
also show a small photo of each person who is involved
with the conversation. So if Jane, who is deaf, invites Ava
atthe beginning of a family dinner, and all the members of
Jane's family have the Ava app and accept Jane's invite,
Jane can follow the conversation on her smartphone. The

* Web: www.kolibree.com ¢ Facebook: Kolibree ¢

Business Idea: Develop a smart toothbrush that can tell
users if they are brushing well. Accompany the tooth-
brush with smartphone games in which good brushing is
rewarded with high scores in the games.

Pitch: There are a number of problems associated with
dental hygiene. For example, experience suggests that
most children don't like to brush their teeth. Most adults
brush their teeth, but don't brush long enough. Dentists
generally recommend that people brush their teeth twice a
day, for a least two minutes each time. That's longer than
most people who think they’re doing a good job brushing
their teeth actually brush.

Kolibree was created to help solve these problems. The
firm has developed a smart toothbrush, called the Koli-

Twitter: @Kolibree

product connects via Bluetooth to a smartphone app that
can tell users if they are brushing in a healthy manner. The
Kolibree toothbrush looks similar to other toothbrushes,
but that's where the similarity ends. It is equipped with
an accelerometer, a gyroscope, and 3D motion sensors
that can tell you where you've brushed and where you've
missed. It is elegantly and ergonomically designed for all
hand sizes and weighs a comfortable 2.5 ounces. The
brush has removable heads, so the same brush can be
shared among multiple family members. Each member of
a family can set up a dashboard that records their daily
brushing performance. The information the brush collects
about brushing habits is transmitted to the dashboard and
can be viewed in real time or studied later. If you view it in
real time, a 2D graphic highlights where you should focus

transcriptions, which are made possible via the speech bree Connected Toothbrush, for adults and children. This and for how long. The app will let you know when you've

recognition technology, are made in less than one second.

End-of-Chapter Cases Two cases appear at the end of each chapter.
Comprehensive in scope, both cases presented within individual chapters
speak to those chapters’ core topics. Dealing with real companies, these cases
present students with opportunities to evaluate multiple applications of a par-
ticular chapter’s concepts, tools, and techniques as they are applied within a
firm. In some instances, a case asks students to evaluate firms that are not
being as successful as those leading them want to be the case. This is true for
Quiznos, which is the subject of Case 15.1 (see p. 564). This case describes
the challenges a franchisor (Quiznos) has encountered over a number of years
following a successful launch and after achieving initial successes. Questions
appearing at the end of this case challenge students to decide if they believe
that actions this firm is taking today will result in a positive turnaround for
Quiznos as a foundation for returning to entrepreneurial success. In other
instances, an end-of-chapter case describes an entrepreneurial venture’s suc-
cess and asks students to decide if the firm’s positioning will yield additional
success across time. This situation describes d.light, the focal firm of Case 6.2
on p. 228. As explained in this case, d.light’s business plan was instrumental
to its success and appears to have the potential to be the foundation for the
firm’s continuing success in the future. However, the firm faces challenges,
some of which appear in the form of questions that students can answer as a
means of fully considering d.light’s future.

A\

Quiznos: Will It Regain a Leadership Position
in the Sandwich and Sub Shop Franchise Industry?

* Web:

Bruce R. Barringer, Oklahoma State University

R. Duane Ireland, Texas A&M University
Introduction

Imagine the following. You are in the audience of a
business plan competition. The next team up to present
is d.light, a for-profit social enterprise that plans to bring
light to people without access to reliable electricity. Two
young men introduce themselves as the founders of
d.light, and say they're going to start their presentation
with a demonstration. The lights go out. In a few

: D.lightDesit

* Twitter: * Web: www.quiznos.com * Facebook: Quiznos  Twitter: @Quiznos

Bruce R. Barringer, Oklahoma State University
R. Duane Ireland, Texas A&M University

like their sandwiches warm, but that the heat brings out
the flavor in artisan breads. After operating solely from
Grant and 13th in Denver for two years, Quiznos started
franchising in 1983. By 1987, 12 Quiznos restaurants
were operating in the United States. That year, Richard
Schaden, at the age of 23, and his father, who was

an aviation attorney, opened a Quiznos franchise in
Boulder, CO. They opened three additional Quiznos sub

kerosene fire, an event that deeply impacted Goldman. Introduction
At one point during his time in the village, Goldman was
given a battery-powered LED headlamp, and was struck
by the dramatic difference that simply having light at
night can make in a person’s life. He could now cook,
read, and do things at night that were unimaginable
without the benefits reliable lighting provides.

Impacted by this experience, Goldman sought

In the early 1980s, Jimmy Lambatos moved from New
York Gity to Denver to attend college. Growing up in
New York, he frequently ate sub sandwiches made with
crusty Italian bread. It was artisan bread, the flavorful
kind with spices, oils, and vinegars. Once in Denver,
Lambatos kept eating sub sandwiches, but couldn’t find
2 candwich shan that 1ised artisan hread Ha eain

MyLab Entrepreneurship

Reach every student by pairing this text with MyLab
Entrepreneurship MylLab is the teaching and learning platform that
empowers you to reach every student. By combining trusted author content
with digital tools and a flexible platform, MyLab personalizes the learning
experience and improves results for each student. Learn more about MyLab
Entrepreneurship at www.pearson.com/mylab/entrepreneurship.
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Deliver trusted content You deserve teaching materials that meet
your own high standards for your course. That’s why we partner with highly
respected authors to develop interactive content and course-specific resources
that you can trust — and that keep your students engaged.

Empower each learmer Each student learns at a different pace.
Personalized learning pinpoints the precise areas where each student needs
practice, giving all students the support they need — when and where they
need it — to be successful.

Teach your course your way Your course is unique. So, whether you'd
like to build your own assignments, teach multiple sections, or set prerequisites,
MyLab gives you the flexibility to easily create your course to fit your needs.

Improve student results When you teach with MyLab, student perfor-
mance improves. That’s why instructors have chosen MyLab for over 15 years,
touching the lives of over 50 million students.

Developing Employability Skills

To succeed in today’s rapidly changing job market, students should develop skills
that will facilitate their efforts to achieve career success—whether they intend to
be an entrepreneur or not. In this book, we focus on developing “employability
skills” that will help students who seek to be entrepreneurs as well as those
who seek to achieve business success by pursuing different options. We focus
on developing these skills in the following ways:

Business Ethics and Social Responsibility Examples of firms engaging
in socially responsible actions and seeking to solve some of society’s challenges
appear throughout the book. For instance, consider the story of GiveForward,
the focal firm of the “You be the VC 7.1” feature. This firm has launched a
crowdfunding platform that allows people to send financial support and encour-
agement to individuals facing a medical crisis to provide for their out-of-pocket
medical expenses. We discuss the need for firms to establish a strong ethical
culture as a foundation for how they operate. Specific actions business people
can take to “lead by example” when it comes to demonstrating ethical behaviors
consistently appear on p. 238. We also

to implement an ethics training program

in entrepreneurial Ventures and a]l other * Web: www.giveforward.com ¢ Facebook: GiveForward « Twitter: @GiveForward
types of firms. Moreover, when consider-
ing each chapter’s core topic, instructors
can ask students to discuss the “ethi-
cal issues” associated with, for example,
building effective work teams (Chapter

Business Idea: Launch a crowdfunding platform that
allows people to send financial support and encourage-
ment to individuals facing a medical crisis to provide for
their out-of-pocket medical expenses.

Pitch: Each year, Americans incur over $400 billion in
out-of-pocket medical expenses that are not covered by
insurance. Many people find themselves in difficult situa-
tions. They are battling a disease such as cancer or recov-
ering from a medical crisis like a stroke, and they have
out-of-pocket medical expenses they are unable to pay.
Often, the patient has family or friends who want to raise
money to help, but they don’t know how to go about it.
They may sponsor a charity event or try to collect money

goes for credit card merchant fees, and the remainder
is retained by GiveForward. Supporters are provided the
option of donating a little extra to cover the fees. Over 60
percent of them do so.

Since the site was launched in 2008, GiveForward has
helped facilitate tens of thousands of medical fundrais-
ing campaigns and helped raise over $84 million. Growth
in the number of campaigns and dollar amount being
donated is ing. While many igns are for
less than $10,000, some campaigns have been for much
larger amounts. In the wake of the 2013 Boston Marathon
bombings, the family and friends of two people who were
injured launched a GiveForward campaign that raised

9) and deciding how to market a firm’s
product or service (Chapter 11).

their loved one’s medical expenses. ~ -

Critical Thinking Learning how to think critically about issues is founda-
tional to a person’s ability to identify opportunities to develop a product or service
that meets a certain customer group’s needs. The 30 end-of-chapter cases in this
edition expose students to an array of products and services that entrepreneurs
developed to serve customers. In each instance, the entrepreneurs had to think
critically as a foundation for deciding how to proceed to launch their ventures.
In Case 1.1, for example (see p. 34), Julie Rice and Elizabeth Cutler decided that
they wanted to create an alternative to fitness routines and experiences that
felt like work. After thinking through various options, they developed a cardio-
workout experience that is relational in nature for their customers. In their view,
the exercise experience SoulCycle provides to customers is tribal, primal, and fun.

on their own, but their efforts often fall short of resolving almost a million dollars.
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Collaboration Skills There is no doubt that being able to collaborate with
others (both within and outside a firm) is critical to success for firms compet-
ing in today’s business environment. In particular, the “Partnering for Success”
features allow students to increase their understanding of how collaboration
increases the likelihood of a firm improving its performance. In Chapter 8’s
feature (see p. 279), students learn how entrepreneurial firms participate in
groups (often called cooperatives) that are organized and used for the purpose
of helping individually small firms gain access to the benefits accrued through
collective purchases of products rather than purchasing as individual firms.

Data Literacy Being able to interpret the business-related meaning of data
is a critical skill for today’s business people to develop. The Feasibility Analysis
Templates appearing as appendixes at the end of Chapter 3 help students under-
stand how to interpret data for the purpose of deciding if a business idea is feasi-
ble and as such, worth pursuing. The Barringer/Ireland Business Model Template
generates data students can analyze for the purpose of forming a business model
for an entrepreneurial venture. Interpreting the meaning of financial data is at the
center of Chapter 10’s discussion of how entrepreneurial firms obtain the funding
required to launch and/or continue their operations. How entrepreneurs interpret
financial data though parallels how all business people interpret such data.

Instructor Teaching Resources

This program comes with the following teaching resources:

Supplements available to instructors
at www.pearsonhighered.com Features of the Supplement

Instructor’s Manual

B Chapter-by-chapter summaries

authored by Ram Subramanian B Teaching outlines

from Stetson University

Test Bank
authored by Ram Subramanian questions with these annotations:

from Stetson University

B Teaching tips
B Solutions to all questions and problems in the book

More than 1,500 multiple-choice, true/false, and short-answer

M Difficulty level (1 for straight recall, 2 for some analysis, 3 for
complex analysis)

B Learning outcome
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t all began in 2008, when Kirsten Blowers got an internship with an interior design firm.
The recession had just hit, and she realized it was unlikely she’d get a job in interior
design. So with just $100 as a start, she scoured local garage and yard sales to buy

used furniture. She refurbished the furniture and sold it on Facebook
to friends. She invested the money she earned in inventory until she
had enough to open a small storefront in Fayetteville, the home of the
University of Arkansas, where she went to school. She named the
business Riffraff.

Blowers ran Riffraff for about a year and a half as a home décor
store. Pinterest came along and started teaching people how to refur-
bish furniture on their own, and sales dipped. At that time, Blowers
introduced clothing and jewelry to make Riffraff more of a lifestyle
boutique. The first night Riffraff sold clothes the clothing sold out,
and that night’s sales exceeded sales for the entire month before. So
Blowers quickly conclude that clothing was the way to go.

Since that time, Riffraff has taken off. The store has moved from its
original location to a larger space in downtown Fayetteville, and now
occupies a 3,000 square foot facility. Blowers, who recently turned 30,
presently owns four businesses, including Riffraff, the original boutique;
shopriffraff.com, an online store; Charlie Southern, a lifestyle line that
sells t-shirts and accessories that celebrate the beautiful states across
America, and Friday + Saturday, an uplifting brand that sells cloth-
ing; celebrates the potential and success of women and girls. About
65 percent of all sales come from shopriffraff.com. Together, the four
businesses will generate revenue of over $5 million in 2017. Blowers
employs over 30 full and part-time employees, all under the age of 30.

There are several things about Blowers’ entrepreneurial journey

LEARNING OBJECTIVES

After studying this chapter you should be
ready to:

1.

Describe entrepreneurship, corporate
entrepreneurship, and the characteristics
of entrepreneurial firms.

Discuss three main reasons people
decide to become entrepreneurs.

Identify four main characteristics of
successful entrepreneurs.

Explain five common myths regarding
entrepreneurship.

Describe the three types of start-up
firms.

Discuss the changing demographics of
entrepreneurs in the United States.

Discuss the positive effects of
entrepreneurship and entrepreneurial
firms on economies and societies.

Explain the entrepreneurial process.

Learn how understanding entrepreneur-
ship and the entrepreneurial process can
facilitate your career success.

that provide insight into her success. First, she seems to have a knack for picking the
right clothes to sell. She says that she selects clothes with three customers in mind:
herself (she carries clothes she’d like to wear), a friend of hers that has three small
children, and college females. Second, she remains passionate about her businesses.
She’s enjoyed the trials and triumphs that come with being a business owner. She also
takes it seriously. She says that as a business owner she feels her personal reputation
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is on the line—she doesn’t see herself as a failure so won’t let her businesses fail either.
Third, she’s a planner and enjoys immersing herself in the details. When rolling out a new
initiative, she plans how she wants it to go and instructs her staff on how to execute.
Finally, Blowers and her staff maintain tremendous attention to detail. For example, her
online store, shopriffraff.com, experiences very few returns. She attributes this to the
fact that every item is carefully described and measurements are provided. She and her
staff are also very active on social media. They frequently respond to queries like, “Will
this blouse look good with these pants?”

There are two specific anecdotes about Blowers that provide additional insight.
First, at one point Blowers owned a boutique in a fashionable part of Dallas. Dallas
was the single biggest market that shopriffraff.com shipped to, so it seemed to be the
ideal place for expansion. It didn’t work. Dallas is 330 miles from Fayetteville, where
Blowers’ other businesses are located. She says she missed being able to drop by the
business anytime she wanted to check things out. She also found her Dallas clientele
to be much different than the clientele with whom she was more familiar. Blowers’
decision to close the Dallas store demonstrates that she isn’t afraid to admit when
she’s made a mistake and take action to correct it. Second, in 2012 Blowers created a
T-shirt that had the word Love scrawled on the front with the o (in Love) replaced by a
picture of the state of Arkansas. She called it the State Love Tee. It sold out every time
she featured it. Several months after the T-shirt’s debut, she began spotting the same
design in other clothing stores in Arkansas. She initially reacted by sending cease-and-
desist orders and filing lawsuits, but then saw a way to turn a negative into a positive.
She decided to wholesale the T-shirt to give her competitors a legal way to sell it and
create a new source of income for herself. Charlie Southern, one of Blowers’ four
businesses, emerged from this initiative. Blowers’ State Love T-shirt, along with other
Charlies Southern T-shirts and accessories, are now sold in over 500 women'’s clothing
boutiques across the country.

Social media has played an active role in Blowers’ success, and one of her goals
is to stay on the cusp of social media trends. She says she owes Facebook a lot. In the
early days, she was able to advertise her painted-furniture on Facebook for free. The
Riffraff Facebook page currently has over 603,000 likes and 590,100 followers. That’s
more than 50 percent of the number of likes at Ann Taylor’s Facebook page, a women’s
clothing line, which has been in business since 1954. Riffraff’'s Facebook page is very
lively, and is informative and fun. Riffraff is also very active on Twitter, Instagram, Pin-
terest, and Snapchat. The company’s Snapchat presence is mostly for fun. It shows
behind-the-scenes shots and shenanigans from Riffraff’s facilities in Fayetteville.

Blowers envisions a bright future for her businesses. She’s enjoyed her entrepre-
neurial journey and plans to continue building her businesses.

n this first chapter of your book about the successful launching of an entre-

preneurial venture or firm, we define entrepreneurship and discuss why

some people decide to become entrepreneurs. We then consider successful
entrepreneurs’ characteristics, the common myths surrounding entrepreneur-
ship, the different types of start-up firms, and the changing demographics of
entrepreneurs in the United States and other nations as well. We then describe
entrepreneurship’s importance, including the economic and social impact of new
firms as well as the importance of entrepreneurial firms to larger businesses. To
close the chapter, we introduce you to the entrepreneurial process. This process,
which we believe is the foundation for successfully launching and operating a
start-up firm, is the framework we use to present the book’s materials to you.
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Introduction to Entrepreneurship

There is tremendous interest in entrepreneurship around the world. Although
this statement may seem bold, there is evidence supporting it, some of which
is provided by the Global Entrepreneurship Monitor (GEM). GEM, which is a
joint research effort among several international universities and the Interna-
tional Council for Small Business, tracks entrepreneurship in 112 countries,
including the United States. Of particular interest to GEM is total early stage
entrepreneurial activity (TEA), which consists of businesses that are just being
started and businesses that have been in existence for less than three and a
half years. A sample of the rate of total early-stage entrepreneurial activity in
countries included in the GEM study is shown in Table 1.1. Although the high-
est rates of entrepreneurial start-up activities occur in low-income countries,
where good jobs are not plentiful, the rates are also impressive in high-income
countries such as Germany (4.7 percent), United Kingdom (6.9 percent), and
the United States (11.9 percent). What the 11.9 percent means for the United
States is that almost 1 out of every 8 1/2 American adults is actively engaged
in starting a business or is the owner/manager of a business that is less than
three-and-a-half-years old.!

The GEM study also identifies whether its respondents are starting a new
business to take advantage of an attractive opportunity or because of necessity
to earn an income. The majority of people across the countries the GEM study
follows are drawn to entrepreneurship to take advantage of attractive opportu-
nities, rather than starting out of necessity. In fact, in countries with a strong
inclination for innovation like Germany and the United States, the number of
people who start businesses to pursue an opportunity outnumber the people
who are starting a business out of necessity 3.4 to 1.0.2

One criticism of entrepreneurship, which is often repeated in the press, is
that the majority of new businesses fail.3 It simply isn’t true. The often used sta-
tistic that 9 out of 10 businesses fail in their first few years is an exaggeration.

TABLE 1.1 Rates of Early-Stage Entrepreneurial
Activity (Ages 18 to 64)

Percent of Population Starting

Country a New Business
Argentina 17.7%
Brazil 21.0%
Chile 25.9%
China 12.8%
Finland 6.6%
Germany 4.7%
Philippines 17.2%
Spain 5.7%
United Kingdom 6.9%
United States 11.9%

Source: Based on D. Kelley, S. Singer, and M. Herrington, Global Entrepreneurship
Monitor 2015/6 Global Report (Babson, Universidad del Desarrollo, Universiti

Tun Abdul Razak, Tecnologico de Monterrey, and International Council for Small
Business, 2015/6).
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LEARNING OBJECTIVE

1.

Describe entrepreneurship,
corporate entrepreneurship,
and the characteristics of
entrepreneurial firms.

In the United States, according to the Bureau of Labor Statistics, over half the
businesses started are still in existence five years later.* The number drops to
just over a third after 10 years, but some of the businesses disappeared because
they were successful and were sold or were acquired by another firm. While
overall these figures are heartening, the percentage of firms that do fail shows
that a motivation to start and run a business isn’t enough; indeed, motivation
must be coupled with a solid business idea, good financial management, and
effective execution to maximize chances for success. In this book, we’ll dis-
cuss many examples of entrepreneurial firms and the factors separating suc-
cessful new ventures from unsuccessful ones.

Many people see entrepreneurship as an attractive career path. Think
about your friends and others you know. In all probability, you are acquainted
with at least one or two people who want to become an entrepreneur—either
now or at some point in the future. The number of books dealing with start-
ing one’s own business is another indication that entrepreneurship is growing
in popularity. Amazon.com, for example, currently lists over 58,510 books
dealing with entrepreneurship and over 80,686 books concerned with small
businesses. The number of books on entrepreneurship is up from 36,900 just
three years ago.

What Is Entrepreneurship and
Why Is It Important?

The word entrepreneur derives from the French words entre, meaning “between,”
and prendre, meaning “to take.” The word was originally used to describe people
who “take on the risk” between buyers and sellers or who “undertake” a task
such as starting a new venture.? Inventors and entrepreneurs differ from each
other. An inventor creates something new. An entrepreneur assembles and then
integrates all the resources needed—the money, the people, the business model,
the strategy, and the risk-bearing ability—to transform the invention into a
viable business.®

Entrepreneurship is defined as the process by which individuals pursue
opportunities without regard to resources they currently control for the purpose
of exploiting future goods and services.” Others define it more simply, seeing
entrepreneurship as the art of turning an idea into a business. In essence, an
entrepreneur’s behavior finds him or her trying to identify opportunities and
putting useful ideas into practice.® The tasks called for by this behavior can be
accomplished by either an individual or a group and typically require creativity,
drive, and a willingness to take risks. Kirsten Blowers, the subject entrepreneur
in the chapter’s “Opening Profile,” exemplifies all these qualities. Kirsten saw an
opportunity to create a new type of women’s clothing boutique and online store
and a new type of shopping experience for the women in her target market. She
risked her career by passing up alternatives to work on Riffraff full time, and
she’s now working hard to put Riffraff in a position to deliver creative and useful
products to its customers.”

In this book, we focus on entrepreneurship in the context of an entrepreneur
or team of entrepreneurs launching a new business. However, ongoing firms
can also behave entrepreneurially. Typically, established firms with an entre-
preneurial emphasis are proactive, innovative, and risk-taking. For example,
Google is widely recognized as a firm in which entrepreneurial behaviors are
clearly evident. Larry Page, one of Google’s cofounders, is at the heart of Google’s
entrepreneurial culture. With his ability to persuade and motivate others’ imagi-
nations, Page continues to inspire Google’s employees as they develop innova-
tive product after innovative product. To consider the penetration Google has
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with some of its innovations, think of how often you and people you know use
the Google search engine, Gmail, Google Maps, Google Earth, or Google Home.
Google is currently working on a bevy of far-reaching innovations, such as a
virtual reality platform for Android and self-driving cars. Similarly, if you were to
study Facebook’s or Dropbox’s actions you would quickly recognize their ability
to grow and succeed. This growth and success reveals a history of entrepre-
neurial behavior at multiple levels within the two firms. In addition, many of the
firms traded on the NASDAQ (the largest U.S. stock market with nearly 3,100
companies listed), such as Apple, Zynga, Facebook, and Amgen are commonly
thought of as entrepreneurial firms.

As we mentioned, existing firms too can act entrepreneurially. In this sense,
established firms with an orientation toward acting entrepreneurially practice
corporate entrepreneurship.'® All firms fall along a conceptual continuum
that ranges from highly conservative to highly entrepreneurial. The position of
a firm on this continuum is referred to as its entrepreneurial intensity.!' As
we noted, entrepreneurial firms are typically proactive innovators and are not
averse to taking calculated risks. In contrast, conservative firms take more of a
“wait and see” posture, are less innovative, and are risk averse.

One of the most persuasive indications of entrepreneurship’s importance to
an individual or a firm is the degree of effort undertaken to behave entrepre-
neurially. Firms with higher entrepreneurial intensity regularly look for ways
to cut bureaucracy. For example, Virgin Group, the large British conglomer-
ate, works hard to keep its units small and instill in them an entrepreneurial
spirit. Virgin is one of the most recognized brands in Britain and is involved in
businesses as diverse as airlines and music. In the following quote, Sir Richard
Branson, the founder and CEO of Virgin, describes how his company operates
in an entrepreneurial manner:

Convention . . . dictates that “big is beautiful,” but every time one of our ventures
gets too big we divide it up into smaller units. I go to the deputy managing director,
the deputy sales director, and the deputy marketing director and say, “Congratula-
tions. You're now MD [managing director], sales director and marketing director—of
a new company.” Each time we’ve done this, the people involved haven’t had much
more work to do, but necessarily they have a greater incentive to perform and a
greater zeal for their work. The results for us have been terrific. By the time we sold
Virgin Music, we had as many as 50 subsidiary record companies, and not one of
them had more than 60 employees.!?

Why Do People Become Entrepreneurs?

The three primary reasons that people become entrepreneurs and start their
own firms are to be their own boss, pursue their own ideas, and pursue finan-
cial rewards.

Be Their Own Boss

The first of these reasons—being one’s own boss—is given most commonly. This
doesn’t mean, however, that entrepreneurs are difficult to work with or that
they have trouble accepting authority. Instead, many entrepreneurs want to be
their own boss because either they have had a long-time ambition to own their
own firm or because they have become frustrated working in traditional jobs.
The type of frustration that some entrepreneurs feel working in conventional
jobs is exemplified by Wendy DeFeudis, the founder of VeryWendy, a company
that makes customized social invitations. Commenting on how her experiences

LEARNING OBJECTIVE

2. Discuss three main reasons
people decide to become
entrepreneurs.
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An entrepreneurial career
is full of possibilities.
These three young
entrepreneurs are starting

a graphic design business.

They are passionate
about website design,
logo design, and business
branding.
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working for herself have been more satisfying than working for a large firm,
DeFeudis remarked:

I always wanted to be my own boss. I felt confined by the corporate structure. I
found it frustrating and a complete waste of time—a waste to have to sell my ideas
to multiple people and attend all kinds of internal meetings before moving forward
with a concept.!3

Some entrepreneurs transition from a traditional job to owning their own
business more gradually, as shown by a decision to initially operate their firm on
a part-time basis. While this approach isn’t possible in all situations, by starting
a business part time individuals can gain valuable experience, tuck away the
money they earn, and find out if they really like the business before deciding
to leave their job. In some businesses, such as catering or financial planning,
it takes time to build a client list. Some entrepreneurs will time their departure
from their job with the point in time at which their client list is large enough
and profitable enough to support a full-time business.!*

Pursue Their Own ldeas

The second reason people start their own firms is to pursue their own ideas.
Some people are naturally alert, and when they recognize ideas for new prod-
ucts or services, they have a desire to see those ideas realized. Corporate entre-
preneurs who innovate within the context of an existing firm typically have a
mechanism for their ideas to become known. Established firms, however, often
resist innovation. When this happens, employees are left with good ideas that
go unfulfilled.'® Because of their passion and commitment, some employees
choose to leave the firm employing them in order to start their own business as
the means to develop their own ideas.

This chain of events can take place in noncorporate settings, too. For exam-
ple, some people, through a hobby, leisure activity, or just everyday life, recog-
nize the need for a product or service that is not available in the marketplace. If
the idea is viable enough to support a business, they commit tremendous time
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and energy to converting the idea into a part-time or full-time firm. In Chapters 2
and 3, we focus on how entrepreneurs spot ideas and determine if their ideas
represent viable business opportunities.

Many entrepreneurs experience tremendous satisfaction when their entre-
preneurial idea catches on, and they see the positive results it creates. An
example is Marco Zappacosta, the founder of Thumbtack. Thumbtack is an
online platform that allows people to quickly locate local service providers, such
as photographers, house painters, and piano teachers. Zappacosta’s insight at
the time Thumbtack was founded in 2009 was that all across America there
were local service providers struggling to find new clients, and ordinary people
looking for service providers they could trust. Commenting on how Thumbtack
solves both a big problem but also makes a difference in ordinary people’s lives,
Zappacosta remarked:

The macro of it (connecting people who need services with people who are willing
to provide them) is a big problem and it’s satisfying to work on big things that can
have a huge impact. But then what (I) really like—you feel day to day is the stories
of impacting individuals, it’s the pest control guy in Brooklyn sending us flowers
to say thank you for all the business that we're now sending him, or the busy
mom who is sending pictures of her birthday party that she was able to throw with
Thumbtack. That feels great and that’s certainly a bigger part of the motivation
that we feel.!”

Since its inception, Thumbtack has helped millions of people connect with
local service providers and over $1 billion is exchanged through its platform
each year. '8

Pursue Financial Rewards

Finally, people start their own firms to pursue financial rewards. This motivation,
however, is typically secondary to the first two and often fails to live up to its
hype. The average entrepreneur does not make more money than someone with
a similar amount of responsibility in a traditional job. The financial lure of entre-
preneurship is its upside potential. People such as Jeff Bezos of Amazon.com,
Mark Zuckerberg of Facebook, and Larry Page and Sergey Brin of Google made
billions of dollars building their firms. Money is also a unifier. Making a profit
and increasing the value of a company is a solidifying goal that people can rally
around. But money is rarely the primary motivation behind the launch of an
entrepreneurial firm. Some entrepreneurs even report that the financial rewards
associated with entrepreneurship can be bittersweet if they are accompanied
by losing control of their firm. For example, Sir Richard Branson, after selling
Virgin Records, wrote, “I remember walking down the street [after the sale was
completed]. I was crying. Tears . . . [were] streaming down my face. And there I
was holding a check for a billion dollars . . . . If you’d have seen me, you would
have thought I was loony. A billion dollars.”'® For Branson, it wasn't just the
money—it was the thrill of building the business and of seeing the success of
his initial idea.

Characteristics of Successful
Entrepreneurs

Although many behaviors have been ascribed to entrepreneurs, several are
common to the successful ones. Those in new ventures and those who are
already part of an entrepreneurial firm share these qualities, which are shown
in Figure 1.1 and described in the following section.

9

LEARNING OBJECTIVE

3.

Identify four main char-
acteristics of successful
entrepreneurs.
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One of the most
satisfying things about an
entrepreneurial career is
bringing products to life
that enhance people’s
lives. This young woman
is enjoying watching a
music video provided by
an online streaming music
service started by two
entrepreneurs.

FIGURE 1.1
Four Primary
Characteristics
of Successful
Entrepreneurs

luckybusiness/123RF

Passion for
the business

Successful entrepreneur

Passion for the Business

The number one characteristic shared by successful entrepreneurs is a passion
for their business, whether it is in the context of a new firm or an existing
business. Frequently, it’s the passion for an idea that gets a business going and
keeps it going when times are tough. This sentiment was expressed by Patrick
Whaley, the founder of Titin, a company that makes innovative weighted com-
pression gear, which some athletes have found useful in training. “I'm passion-
ate that there’s a better way to train,” Whaley said. “That’s what inspired me to
design and develop this product, and that’s what keeps me going.”?° Recall that
Kirsten Blowers, the owner of Riffraff and the subject company of the chapter’s
“Opening Profile” remains “passionate about her business” and that this passion
influences her daily as she leads her businesses.
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Making a difference in people’s lives is the primary motivator behind many
social enterprises, which are often started by people who set aside promising
careers to pursue a social goal. This was the case with John Wood, who founded
Room to Read and is the author of the book Leaving Microsoft to Change the
World. Wood’s deep passion to help children in the developing world caused him
to start cashing in small amounts of Microsoft stock to buy books and build
schools, even before he left the company. In excerpts from an interview pub-
lished by Forbes magazine, Wood said:

During my travels, I met so many children in the poorest parts of the world, lacking
access to school, books, and libraries, that I began cashing in small amounts of
stocks to help them. Two hundred shares of Microsoft stock was enough to build
an entire school in rural Nepal.?!

Wood eventually left Microsoft to work on Room to Read full time. Since its
inception in 2000, Room to Read has served over 10.7 million children, pub-
lished 1,295 books, and delivered over 18 million books to young readers, all in
developing parts of the world.??

Passion is particularly important for both for-profit and not-for-profit entre-
preneurial organizations because although rewarding, the process of starting
a firm or building either a profit-making corporation or a social enterprise is
demanding. There are five primary reasons passion is important, as reflected
in Table 1.2. Each of these reasons reflects a personal attribute that passion
engenders. Removing just one of these qualities would make it much more dif-
ficult to launch and sustain a successful entrepreneurial organization.

A note of caution is in order here: While entrepreneurs should have pas-
sion, they should not wear rose-colored glasses. It would be a mistake to
believe that all one needs is passion and anything is possible. It is important to
be enthusiastic about a business idea, but it is also important to understand
its potential flaws and risks. In addition, entrepreneurs should understand

TABLE 1.2 Five Primary Reasons Passion Is Important for the Launch of a Successful

Entrepreneurial Organization

Reason Passion Is Important Explanation

1. The ability to learn and iterate

2. A willingness to work hard for an
extended period of time

3. Ability to overcome setbacks and
Hnois!!

4. The ability to listen to feedback
on the limitations of your
organization and yourself

5. Perseverance and persistence
when the going gets tough

Founders don’t have all the answers. It takes passion and drive to solicit feedback,
make necessary changes, and move forward. Needed changes won’t always be
obvious. Passion makes the search for the right answers invigorating and fun.

Commonly, entrepreneurs work longer hours than people with traditional jobs. You
can only do that on a sustained basis if you’re passionate about what you’re doing.

It’s rare that an entrepreneur doesn’t experience setbacks and hear many “no’s” from
potential customers, investors, and others while building an entrepreneurial business
or a social enterprise. The energy to continue comes from passion for an idea.

You’ll meet plenty of people along the way —some with good intentions and some
without—who will tell you how to improve your organization and how to improve
yourself. You have to be willing to listen to the people with good intentions and make
changes if it helps. But you also have to be able to brush aside feedback from people
with bad intentions without letting them get you down.

Perseverance and persistence come from passion. As an entrepreneur, you’ll have
down days. Building an entrepreneurial organization is fraught with challenges.
Passion is what provides an entrepreneur the motivation to get through tough times.

Source: Based on A. Sack, “Why Is Passion So Important to a Startup?” A Sack of Seattle blog, https://asack.typepad.com/a_sack_of_
seattle/2010/03/why-is-passion-so-important-to-a-startup.html (posted March 16, 2010, accessed May 22, 2011).
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that the most effective business ideas take hold when their passion is consis-
tent with their skills and is in an area that represents a legitimate business
opportunity.

To illustrate the importance of passion, as well as other factors that are
critical in determining a firm’s success or failure, we include a boxed feature
titled “What Went Wrong?” in each chapter. The feature for this chapter shows
how Prim, a laundry and pick-up and delivery service, ultimately failed, in part
because its founders were not able to remain passionate about their business
idea.

Product/Customer Focus

A second defining characteristic of successful entrepreneurs is a product/
customer focus. This quality is exemplified by Steven Jobs, the late cofounder
of Apple Inc., who wrote, “The computer is the most remarkable tool we've ever
built . . . but the most important thing is to get them in the hands of as many
people as possible.”?3 This sentiment underscores an understanding of the two
most important elements in any business—products and customers. While it's
important to think about management, marketing, finance, and the like, none
of those functions makes any difference if a firm does not have good products
with the capability to satisfy customers.

This philosophy is affirmed by Alex Algard, the founder of WhitePages.com.
WhitePages.com started in 1997 to provide consumers a free, accurate, and fast
online alternative to telephone directory assistance. It is one of the most trusted
and comprehensive sources for consumers to quickly find relevant, accurate
contact information in North America. When asked how he was able to grow
WhitePages.com from a one-person operation in 1997 to the multimillion-dollar
company it is today, Algard’s reply reflected not only his feelings about the
importance of providing value to both users and customers but also how a com-
pany measures if the value is being successfully delivered:

The philosophy that we as a company have always stuck to is that everything we
build has to provide real value to both our users and customers. The best measure-
ment of whether or not we are successful at delivering something valuable is if our
customers, advertisers in our case, are willing to pay.2*

A product/customer focus also involves the diligence to spot product
opportunities and to see them through to completion. The idea for the Apple
Macintosh, for example, originated in the early 1980s when Steven Jobs and
several other Apple employees took a tour of a Xerox research facility. They
were astounded to see computers that displayed graphical icons and pull-down
menus. The computers also allowed users to navigate desktops using a small,
wheeled device called a mouse. Jobs decided to use these innovations to cre-
ate the Macintosh, the first user-friendly computer. Throughout the two and
a half years during which the Macintosh team developed this new product, it
maintained an intense product/customer focus, creating a high-quality com-
puter that is easy to learn, fun to use, and meets the needs of a wide audience
of potential users.2? Apple’s early history, and in particular its commitment to
building high-quality products, has been portrayed in several movies, including
Pirates of the Silicon Valley (2005) and JOBS (2013).

Additional examples of product/market focus are provided in an excellent
weekly podcast produced by National Public Radio (NPR) called “How I Built
This.” Each episode provides an in-depth interview with the founder of a well-
known firm, and provides a complete overview of how the firm was built and won
customers. Guests have included Joe Gebbie, the cofounder of Airbnb; Angie
Hicks, the founder of Angie’s List; Jane Wurwand, the founder of Dermalogica;
and Yvon Chouinard, the founder of Patagonia.?®
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Prim: How a Lack of Passion and Resolve Can Kill a Business

rim’s idea was to disrupt the laundry industry. A

growing number of people in the United States are

using laundry services to wash and fold their clothes.
The problem with these services is that they are a hassle.
In most instances customers have to bag their laundry,
drop the bag or bags off at the laundry service, and then
pick them up later. Many services have lines at the busiest
times of the day, which result in drivers having to wait to
drop off or pick up their laundry.

Prim launched in mid-2013, after passing through
the prestigious Y Combinator business accelerator pro-
gram earlier that year. Here’s how Prim’s laundry service
worked. A customer bagged her/his laundry, and then
went online to choose a pickup and delivery time. The
price was $25 for the first bag and $15 for each addi-
tional bag. The bags would be picked up by a driver
recruited by a third-party delivery service. (Rickshaw
was the name of the delivery service in the city where
Prim started.) Everything would be back, washed and
folded, later that day or early the next day. No cash
changed hands between the customer and the pickup or
delivery drivers. Everything was paid for through Prim’s
website. Prim gained favorable press and early momen-
tum. When it closed, it was handling 1,000 pounds of
laundry a day from 40 clients and was growing. What
went wrong?

Two things went wrong with Prim. First, once Prim
got your clothes, it went from an innovative disruptor to
an old-school company. It would take your clothes to a
laundry service and utilize its wash and fold services.
Prim negotiated volume discounts with several laundry
services; but, the discounts were verbal, not written. What
Prim didn’t count on was the partnerships going sour.
While the laundry services were initially receptive to work-
ing with Prim, they had their own delivery services and
eventually saw Prim as siphoning off their customers and
revenue. During its short history, Prim churned through
three different laundry services.

The second thing that went wrong with Prim was a
lack of passion and resolve on the part of its founders.
Faced with the reality that working with local laundry ser-
vices was a fragile business model, Prim’s founders, Yin
Yin Wu and Xuwen Cao, had a decision to make. Should
they build or lease their own laundry service? This was
a daunting prospect, given the hundreds of thousands
of dollars necessary to build and staff a high-volume
laundry wash and fold facility. Even more daunting was
the prospect that this step would need to be repeated

in each new market Prim entered. After two months of
deliberation, Wu and Cao pulled the plug. While they esti-
mated that by constructing their own laundry service they
could build a profitable business in 5 to 10 years, with
revenues of $10 million to $15 million, it was a direction
they simply did not want to pursue. Both were computer
science students in college and had no direct experi-
ence in the laundry business. In an article published by
CNNMoney, Garry Tan, a partner with Y Combinator,
reflecting on why Wu and Cao closed Prim, said, “They
didn’t want to actually have to wash the laundry —they
wanted to be the connector.”

1. Why is passion such a critical part of entrepreneurial
success? Prim’s founders were apparently passionate
about building a company but not passionate about
the laundry business specifically. In what ways is this
combination problematic?

2. How could Prim’s cofounders have better anticipated
that laundry services would eventually see Prim as
siphoning off their own business and be reluctant to
work with them?

3. Rather than employ its own drivers to pick up and
deliver laundry for its customers, Prim relied on the use
of third-party delivery services. In what ways do you
think this approach could have limited Prim’s growth in
other markets?

4. San Francisco, the city in which Prim launched, has
several innovative laundry services. These services
include LaundryLocker, where you drop your clothes
in a public locker, Sfwash, a delivery service where
you pay by the pound, and Sudzee, which requires
special lockable bags. Spend some time studying
LaundryLocker (https://laundrylocker.com), Sfwash
(https://sfwash.com), and Sudzee (https://sudzee.
com). Select the service that you think has the most
potential and explain the rationale for your selection.
Compare the service to Prim’s approach.

Sources: J. P. Mangalindan, “Prim: Anatomy of a Folded Startup,”
CNNMoney, available at https://tech.fortune.com/2014/01/22-prim-
anatomy-of-a-folded-startup (posted January 22, 2014, accessed
March 14, 2014); J. Constine, “Prim Laundry Startup Throws in the
Towel,” TechCrunch, available at https://techcrunch.com/2014/
01/06/prim-laundry-shuts-down (posted January 6, 2014, accessed
March 14, 2014).
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Tenacity Despite Failure

Because entrepreneurs are typically trying something new, the possibility of
failure exists. In addition, the process of developing a new business is somewhat
similar to what a scientist experiences in the laboratory. A chemist, for example,
typically has to try multiple combinations of chemicals before finding an opti-
mal combination that can accomplish a certain objective. In a similar fashion,
developing a new business idea may require a certain degree of experimentation
before success is attained. Setbacks and failures inevitably occur during this
process. The litmus test for entrepreneurs is their ability to persevere through
setbacks and failures.

An example of the degree of tenacity it sometimes takes to launch a success-
ful firm is provided by Jerry Stoppelman and Russel Simmons, the cofounders
of Yelp, the popular online review site. The original idea for Yelp, which was
founded in 2004, is that when people are looking for a new restaurant, den-
tist, or plumber they normally ask their friends for recommendations. Yelp was
launched to give people the ability to e-mail a list of their friends and ask for a
recommendation. The message included a link that allowed the friend to easily
respond. The business plan didn’t work. People started complaining that they
were getting too many e-mail messages from friends who often didn’t have a rec-
ommendation to provide. Yelp could have died at this point. Instead, Stoppelman
and Simmons demonstrated the tenacity it often takes to keep a business alive.
Curiously, the one aspect of Yelp’s business plan that did work was the abil-
ity to write your own review—a feature that had been included by Stoppelman
and Simmons almost as an afterthought. Rather than responding to a friend’s
request for a recommendation, people seemed to enjoy sharing information
about their favorite restaurant or hair salon without being asked. In 2005, Yelp
pivoted and revised its business plan. The new plan dropped the “e-mail your
friend idea” and focused on providing a platform for people to proactively write
reviews of local businesses. Today, Yelp is one of the most popular review sites
on the Internet.

It's also important that entrepreneurs have sufficient tenacity to overcome
personal obstacles along with professional ones. An example is Rick and Melissa
Hinnant, the founders of Grace & Lace, a company that makes lacey leg warm-
ers for women. In 2010, the couple experienced a tragedy when they lost an
unborn child. While Melissa was in the hospital, she had a vision of crocheting
her unborn child a blanket, which kindled in her a desire to sew. In the fall of
2011, she made her first pair of lacy leg warmers, and everywhere she went,
people would stop her and ask her where she got them. That experience led to
Grace & Lace, which is now a full-blown women’s apparel company.2” In 2013,
Grace & Lace appeared on Shark Tank, and received an offer from Barbara
Corcoran. Reflecting on the episode, and the tenacity that Rick and Melissa
Hinnant exhibited overcoming the loss of a child, Corcoran said:

The best pitch I heard last season (Season 5), was from Grace & Lace, designers
of lacy boot socks and leg warmers. When Melissa and Rick Hinnant burst onto
the Shark Tank set, they exuded both the passion and street smarts that I know
get all good entrepreneurs to the finish line. When they announced that they had
$800,000 in sales in their first year in business, they got the attention of all the
sharks. But what got my attention was Melissa and Rick’s backstory—a story of
extreme resilience in the face of personal failure. The story they told proved that
they were great entrepreneurs who knew how to take a hit and keep on ticking.8

Execution Intelligence

The ability to fashion a solid idea into a viable business is a key character-
istic of successful entrepreneurs. Commonly, this ability is thought of as
execution intelligence.?” In many cases, execution intelligence is the factor
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that determines whether a start-up is successful or fails. An ancient Chinese
saying warns, “To open a business is very easy; to keep it open is very difficult.”

The ability to effectively execute a business idea means developing a busi-
ness model, putting together a new venture team, raising money, establishing
partnerships, managing finances, leading and motivating employees, and so on.
It also demands the ability to translate thought, creativity, and imagination into
action and measurable results. As Jeff Bezos, the founder of Amazon.com, once
said, “Ideas are easy. It’s execution that’s hard.”3° For many entrepreneurs, the
hardest time is shortly after they launch their firm. This reality was expressed
by Jodi Gallaer, the founder of a lingerie company, who said, “The most chal-
lenging part of my job is doing everything for the first time.”3!

To illustrate solid execution, let’s look at The Bougqs Company, an online
flower delivery service, which is the subject of Case 11.1 later in the book.
The Bougs was cofounded in 2012 by Jason Tabis and J. P. Montufar, largely
out of their frustration with the state of the online cut-to-order flower deliv-
ery industry. At that time, about 90 percent of the flowers sold in the United
States came from either Colombia or Ecuador, and passed through multiple
layers of distributors and wholesalers before they reached the end consumer.
In addition, most orders that were placed online were fulfilled by a local flo-
rist, who may or may not have the exact flowers the customer ordered. Tabis
and Montufar took on the industry, primarily by creating an advantage via
execution intelligence. Rather than utilizing conventional distribution channels,
they established direct relationships with flower growers in Columbia, Ecua-
dor, Chile, and across the United States and Canada. Flowers ordered via The
Bougs website were cut the day they were ordered and were shipped directly
from the farm, allowing the flowers to reach the customer in 2-4 days rather
than 10-14. This shortened timeframe resulted in providing customers flowers
that were fresher and more attractive than competing offerings. Other aspects
of ordering flowers online were improved. The selection available was carefully
curated, so as to not overwhelm the customer, and only flowers that were avail-
able were displayed. Pricing was transparent, with all selections priced at $40
which included the product and shipping, with no hidden fees. In addition, The
Bougs only sourced flowers from farms that practiced sustainable, eco-friendly
farming.3? The result: The Bougs is a thriving cut-to-order online flower delivery
firm, with both consumer and corporate clients. It has raised over $19 million
in funding since 2012.33

One way early-stage companies learn execution intelligence is by partici-
pating in start-up incubator and accelerator programs. In each chapter, we
provide a “Savvy Entrepreneurial Firm” feature that presents you with an
example of a tool or technique that well-managed entrepreneurial firms use
to improve their performance. In the nearby “Savvy Entrepreneurial Firm”
feature, we discuss the benefits of participating in a start-up incubator or
accelerator program.

Common Myths About Entrepreneurs

There are many misconceptions about who entrepreneurs are and what moti-
vates them to launch firms to develop their ideas. Some misconceptions develop
because of the media covering atypical entrepreneurs, such as a couple of col-
lege students who obtain venture capital to fund a small business that they
grow into a multimillion-dollar company. Such articles rarely state that these
entrepreneurs are the exception rather than the norm and that their success
is a result of carefully executing an appropriate plan to commercialize what
inherently is a solid business idea. Indeed, the success of many of the entre-
preneurs we study in each chapter’s “Opening Profile” is a result of carefully
executing the different aspects of the entrepreneurial process. Let’s look at the
most common myths and the realities about entrepreneurs.

LEARNING OBJECTIVE

4. Explain the five com-
mon myths regarding
entrepreneurship.
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SAVVY ENTREPRENEURIAL FIRM

Start-Up Incubators and Accelerators: A Smart Way of Gaining Access to
Mentors, Partners, Investors, and Other Critical Start-up Resources

grams in the Unites States continues to grow. Incu-

bators are organizations that provide start-ups with
shared operating space. They are sponsored by universi-
ties, city or county governments, or nonprofit organiza-
tions. Incubators also provide start-up businesses access
to networking opportunities, mentors, and shared equip-
ment. Incubators typically do not ask for equity from their
participants and do not provide seed funding. They were
very popular in the 1980s and remain an important part of
the entrepreneurial ecosystem in many areas.

Accelerators are a newer concept. They are mostly
for-profit organizations that offer a small amount of seed
funding in exchange for small equity positions in the com-
panies that participate in their programs. Most accelerator
programs admit start-ups in cohorts, and put the start-ups
through a 10- to 15-week intensive program. The accel-
erator typically offers free office space, perks such as free
WiFi and web hosting, weekly meetings with mentors,
and coaching on how to put together an effective inves-
tor pitch. The programs normally cumulate with a “Demo
Day” which provides the participants the opportunity to
pitch their business ideas to a group of investors, men-
tors, and reporters. The better programs will have 200+
investors present at their Demo Days. The greatest advan-
tage of getting into either an incubator or accelerator pro-
gram is the mentorship opportunities they provide. They
are also fertile places for entrepreneurs to meet potential
cofounders, business partners, and investors.

The two most well-known accelerator programs are Y
Combinator and TechStars. Y Combinator is located in the
Silicon Valley. It provides $120,000 in funding for 7 percent
equity in each start-up it admits. Its participants are admitted
in two, three-month sessions per year. It doesn’t offer office
space. Instead, its program includes “office hours” where
its start-up founders meet individually and in groups with Y
Combinator partners for advice. Founders also participate in
weekly dinners where top-flight guests from the Silicon Val-
ley ecosystem speak to the founders. Y Combinator’s motto
is “Make Something People Want.” TechStars is similar to Y
Combinator in that it is a three month program. It provides
$18,000 in funding for a 6 percent equity stake. Started in
Boulder, CO, it has expanded and now has 26 programs
that are organized around cities and themes. TechStars has
offices in Atlanta, Chicago, Boulder, New York City, London,
Seattle, and several other cities. Examples of the themes on
which it focuses include Alexa (voice-powered technology),
Internet of Things, music, and retail.

While admission to Y Combinator and TechStars is
very competitive, there are a growing number of start-up
incubators and accelerators in American cities. Most are
accessible to hard-working start-up founders with promis-
ing business ideas. Many focus on a particular industry or
sector, such as food, medical devices, software, mobile, or
technology. To illustrate how prevalent start-up incubators

‘ he number of start-up incubator and accelerator pro-

and accelerators have become, the following is a list of
start-up incubators and accelerators in five American
cities. You can identify the start-up incubators or accel-
erators in your area by speaking to local entrepreneurs or
investors or by conducting a simple Google search.

Capital Innovators is a start-up accelerator located in
St. Louis. It provides tech start-ups $50,000 in seed fund-
ing, office space, access to weekly networking events,
and follow-on funding opportunities.

Excelerator Labs is an intensive summer accelerator in
Chicago. It selects 10 companies every spring to partici-
pate in a 13-week intensive summer program. The program
is unique in that it attracts mentors from across the country
who work with the participants on a one-on-one basis.

Capital Factory is an Austin, TX start-up incubator/
accelerator and coworking space. It also hosts meet-ups
and other events for aspiring entrepreneurs. lts accelerator
program offers mentorship opportunities and connects its
entrepreneurs with investors. In 2015, more than 50,000
entrepreneurs, programs, and designers were involved in
Capital Factory programs and events.

EnterpriseWorks is part of the University of lllinois’
Research Park. It’s a start-up incubator that hosts early-
stage tech firms that are commercializing research emerg-
ing from the university’s labs. It is a hub of activities and
its clients include start-ups focused on fields such as
chemical sciences, biotechnology, software development,
and material sciences.

Food-X is a New York City-based business accelerator
that is focused on launching food-related businesses. Its
three-month program provides up to $50,000 in seed funding,
coworking space with other food entrepreneurs, and access
to a world-class network of food companies, investors, and
press. Each week, participants meet with 3-5 expert mentors
to test, validate, and accelerate their food ventures.

Questions for Critical Thinking

1. If you were starting a new venture, do you think
you would benefit from participating in a business
incubator or accelerator program? If so, what do you
think the primary benefits would be?

2. Find an example of a start-up incubator or accelerator
program at the college or university you are attending,
in the town in which you live, or in a nearby city.
Describe the program. Which one of the programs
mentioned in this feature does it resemble the most?

3. If you have a promising business idea, what can you
do while you’re in college to improve your chances of
being admitted to a prestigious start-up incubator or
accelerator program when you graduate?

4. Make a list of the types of mentors that a participant
in a start-up incubator or accelerator program might
encounter.
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Myth 1: Entrepreneurs Are Born, Not Made

This myth is based on the mistaken belief that some people are genetically
predisposed to be entrepreneurs. The consensus of many hundreds of stud-
ies on the psychological and sociological makeup of entrepreneurs is that
entrepreneurs are not genetically different from other people. This evidence
can be interpreted as meaning that no one is “born” to be an entrepreneur
and that everyone has the potential to become one. Whether someone does or
doesn't is a function of environment, life experiences, and personal choices.3*
However, there are personality traits and characteristics that are commonly
associated with entrepreneurs; we list these in Table 1.3. These traits are
developed over time and evolve from an individual’s social context. For exam-
ple, studies show that people with self-employed parents are more likely to
become entrepreneurs.®® After witnessing a father’s or mother’s indepen-
dence in the workplace, an individual is more likely to find independence
appealing.36 Similarly, people who personally know an entrepreneur are more
than twice as likely to be involved in starting a new firm as those with no
entrepreneur acquaintances or role models.3” The positive impact of know-
ing an entrepreneur is explained by the fact that direct observation of other
entrepreneurs reduces the ambiguity and uncertainty associated with the
entrepreneurial process.

Myth 2: Entrepreneurs Are Gamblers

A second myth about entrepreneurs is that they are gamblers and take big risks.
The truth is, entrepreneurs are usually moderate risk takers, as are most
people.38 This finding is affirmed by The Hartford’s 2015 Small Business Suc-
cess Study in which a total of 79 percent of the participants rated themselves
as conservative rather than risky.%® The idea that entrepreneurs are gamblers
originates from two sources. First, entrepreneurs typically have jobs that are
less structured, and so they face a more uncertain set of possibilities than man-
agers or rank-and-file employees.?° For example, an entrepreneur who starts a
social network consulting service has a less stable job than one working for a
state governmental agency. Second, many entrepreneurs have a strong need to
achieve and often set challenging goals, a behavior that is sometimes equated
with risk taking.

TABLE 1.3 Common Traits and Characteristics

of Entrepreneurs
I ———

A moderate risk taker Optimistic disposition
Persuasive A networker

Promoter Achievement motivated
Resource assembler/leverager Alert to opportunities
Creative Self-confident
Self-starter Decisive

Tenacious Energetic

Tolerant of ambiguity A strong work ethic

Visionary Lengthy attention span

17
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Myth 3: Entrepreneurs Are Motivated Primarily by
Money

It is naive to think that entrepreneurs don't seek financial rewards. As discussed
previously, however, money is rarely the primary reason entrepreneurs start
new firms and persevere. The importance and role of money in a start-up is put
in perspective by Colin Angle, the founder and CEO of iRobot, the maker of the
popular Roomba robotic vacuum cleaner. Commenting on his company’s mis-
sion statement, Angle said:

Our, “Build Cool Stuff, Deliver Great Products, Have Fun, Make Money, Change the
World” (mission statement) kept us (in the early days of the Company) unified with a
common purpose while gut-wrenching change surrounded us. It reminded us that
our goal was to have fun and make money. Most importantly, it reminded us that
our mission was not only to make money, but to change the world in the process.*!

Some entrepreneurs warn that the pursuit of money can be distracting.
Media mogul Ted Turner said, “If you think money is a real big deal . . . you'll
be too scared of losing it to get it.”*? Similarly, Sam Walton, commenting on all
the media attention that surrounded him after he was named the richest man
in America by Forbes magazine in 1985, said:

Here’s the thing: money never has meant that much to me, not even in the sense of
keeping score . . . . We're not ashamed of having money, but I just don’t believe a
big showy lifestyle is appropriate for anywhere, least of all here in Bentonville where
folks work hard for their money. We all know that everyone puts on their trousers
one leg at a time . . . . I still can’t believe it was news that I get my hair cut at the
barbershop. Where else would I get it cut? Why do I drive a pickup truck? What am
I supposed to haul my dogs around in, a Rolls-Royce?*>

Myth 4: Entrepreneurs Should Be Young
and Energetic

Entrepreneurial activity is fairly evenly spread out over age ranges. The recent
age distribution of business owners, as reported in the Kauffman Index of
Startup Activity, is shown in Table 1.4. As you see, the percentage of owners is
quite evenly distributed across 4 major age categories. Not suprisingly, given
this age distribution, the majoity of business owners have work experience prior
to launching a new venture. Although it is important to be energetic, investors
often cite the strength of the entrepreneur (or team of entrepreneurs) as their
most important criterion in the decision to fund new ventures.** In fact, a

TABLE 1.4 Age Distribution of Business Owners

Age Percentage of Business Owners
20-34 24.7
35-44 22.9
45-54 26.6
55-64 25.8

Source: R. W. Fairlie, A. Morelix, E. J. Reedy, and J. Russell, 20715 The
Kauffman Index of Startup Activity: National Trends, available at Kauffman_
index-startup_activity_national_trends_2015-1.pdf.
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sentiment that venture capitalists often express is that they would rather fund a
strong entrepreneur with a mediocre business idea than fund a strong business
idea and a mediocre entrepreneur. What makes an entrepreneur “strong” in the
eyes of an investor is experience in the area of the proposed business, skills and
abilities that will help the business, a solid reputation, a track record of success,
and passion about the business idea. The first four of these five qualities favor
older rather than younger entrepreneurs.

Myth 5: Entrepreneurs Love the Spotlight

Indeed, some entrepreneurs are flamboyant; however, the vast majority of them
do not attract public attention. In fact, many entrepreneurs, because they are
working on proprietary products or services, avoid public notice. Consider
that entrepreneurs are the source of the launch of many of the 3,100 compa-
nies listed on the NASDAQ, and many of these entrepreneurs are still actively
involved with their firms. But how many of these entrepreneurs can you name?
Perhaps three or four? Most of us could come up with Jeff Bezos of Amazon.com,
Mark Zuckerberg of Facebook, and maybe Larry Page and Sergey Brin of Google
or Elon Musk of Tesla and SpaceX. Whether or not they sought attention, these
are the entrepreneurs who are often in the news. But few of us could name the
founders of Netflix, YouTube, or DIRECTV, even though we frequently use these
firms’ services. These entrepreneurs, like most, have either avoided attention or
been passed over by the popular press. They defy the myth that entrepreneurs,
more so than other groups in our society, love the spotlight.

Types of Start-Up Firms

As shown in Figure 1.2, there are three types of start-up firms: salary-substitute
firms, lifestyle firms, and entrepreneurial firms.

Salary-substitute firms are small firms that yield a level of income for their
owner or owners that is similar to what they would earn when working for an
employer. Dry cleaners, convenience stores, restaurants, accounting firms, retail
stores, and hairstyling salons are examples of salary-substitute firms. The vast
majority of small businesses fit into this category. Salary-substitute firms offer
common, easily available and not particularly innovative products or services
to customers.

Lifestyle firms provide their owner or owners the opportunity to pursue
a particular lifestyle and earn a living while doing so. Lifestyle firms include
personal trainers, golf and tennis pros, owners of bed & breakfasts, and tour
guides. These firms are not innovative, nor do they grow quickly. Commonly,
lifestyle companies promote a particular sport, hobby, or pastime and may
employ only the owner or just a handful of people.

Entrepreneurial firms bring new products and services to market. As we
noted earlier, the essence of entrepreneurship is creating value and then dissemi-
nating that value to customers. In this context, value refers to worth, importance,

Salary-Substitute Lifestyle Entrepreneurial
Firms Firms Firms

Firms that basically Firms that provide Firms that bring new
provide their owner or their owner or owners products and services
owners a similar level the opportunity to to the market' l:?y
of income to what they pursue a particular g 'and Seizing
would be able to earn lifestyle, and make a opportunities regardless
in a conventional job living at it of the resources they

currently control

LEARNING OBJECTIVE

5. Describe the three types of
start-up firms.

FIGURE 1.2
Types of Start-Up Firms
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Partnering with College Students via Campus Ambassador

and Campus Rep Programs

businesses is to create “campus ambassador” or “cam-

pus rep” programs. Most campus ambassador and
campus rep programs fall somewhere between an intern-
ship and a job. The programs vary. Some recruit students
to promote their brand on campus through an assortment
of events, programs, and social media. Others ask students
to create content, such as YouTube videos, articles for a
company’s main website, and Instagram photos of the com-
pany’s products being used on their campus. Students often
find these programs to be a great way to build their résumés,
get work experience, earn a little extra money, and get their
foot in the door of an exciting company. Companies that run
campus ambassador or campus rep programs are typically
looking for students who (1) have upbeat personalities, (2)
are effective communicators, (3) have in-depth knowledge
and a love for the product, (4) have effective marketing skills,
and (5) have the ability to provide insightful feedback and
advice. Here are examples of three campus ambassador or
campus rep programs and how they work.

Apple. Apple Campus Reps work directly with the
company’s campus reps’ team to tailor an approach for
evangelizing Apple products on their local campus. Activi-
ties include planning and conducting workshops on Apple
products, creating and distributing flyers and other pro-
motional materials, and running competitions and events
that highlight creative uses of Apple software and hard-
ware. Apple Campus Reps make roughly $10 to $11 an
hour, and work up to 15 hours per week. You can apply for
the Apple Campus Reps program online at www.apple.
com/education/campusreps.

Flex Watches: Flex Watches are colorful and flexible
sport watches. The watches come in a variety of colors, and
each color represents a different social or charitable cause.
Ten percent of the purchase price of each watch is donated
to its corresponding cause. The company’s campus rep pro-
gram looks for energetic and socially minded students who
want to represent Flex Watches on their campus. Campus

Anovel way that start-ups spread the word about their

reps are charged with promoting the company’s products
and charity partnerships to students, and earn cash and
Flex Watches products for their efforts. Campus reps must
be active users of both Facebook and Instagram. Applica-
tions are available at https://flexwatches.com/campusreps.

Her Campus Media: Her Campus Media is the num-
ber one online community for college women. College
females are recruited to setup Her Campus Chapters on
their local campus. The local chapters sign up campus
correspondents, who create, edit, and upload content to
their chapter’s website. The content focuses on six cate-
gories of interest to college females: style, beauty, health,
love, life, and career. Local correspondents work with the
company’s national team to organize Her Campus events
on their campus. Her Campus targets college females
who are interested in journalism, public relations, market-
ing, or entrepreneurship. Information about starting a Her
Campus Chapter is available at www.hercampus.com/
start-your-own-my-campus-chapter.

Other companies that run well-regarded campus
ambassador or campus rep programs include Chipotle,
Victoria’s Secret, CBS Sports, Adobe, Amazon, Rent the
Runway, Prezi, and Monster Energy Drink.

Questions for Critical Thinking

1. As part of your college experience, do you think
you would benefit from participating in a campus
ambassador or campus rep program? Why or why not?

2. In what ways would participating in a campus
ambassador or campus rep program help you prepare
to own your own business someday?

3. Why do you think companies such as Apple, Flex
Watches, and Her Campus Media sponsor campus
ambassador or campus rep programs? How do the
companies benefit?

4. What types of start-ups would benefit the most from
starting campus ambassador programs?

or utility. Entrepreneurial firms bring new products and services to market by
creating and then seizing opportunities. Dropbox, Facebook, and Uber are well-
known, highly successful examples of entrepreneurial firms. Having recognized
an opportunity, the entrepreneurs leading companies of this type create products
and services that have worth, are important to their customers, and provide a
measure of usefulness to their customers that they wouldn’'t have otherwise.

One characteristic of entrepreneurial firms, which we explore throughout
this book, is that they partner with other firms and organizations, often to obtain
the boost they need to realize their full potential. In each chapter, look for the
boxed feature titled “Partnering for Success,” which illustrates how entrepre-
neurial firms use partnerships to increase their chances for success. The feature
in the first chapter of your book discusses how some firms partner with college
students via campus ambassador and campus rep programs to spread the word
about their business.
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Next, we describe the newly emerging characteristics of today’s entre-
preneurs. You may be surprised to learn about the types of individuals who
are choosing to become entrepreneurs! While studying these characteris-
tics, think about people you know who are accurately described by these
characteristics. Do you think any of these people will choose to become
entrepreneurs?

Changing Demographics of
Entrepreneurs

Over the past 10 years, the demographic makeup of entrepreneurial firms
has changed in the United States and around the world. Of the 27.9 million
businesses in the United States,*> women, minorities, and seniors own an
increasingly larger number of them. This is an exciting development for the
entrepreneurial sector of the U.S. economy. An area of concern is millennials.
Although millennials (people 18-34 years old) express a high degree of inter-
est in becoming entrepreneurs, a surprisingly low percentage of people in the
millennial age range are choosing the entrepreneurial path. There are many
exceptions to this trend, such as the young entrepreneurs featured at the begin-
ning of each chapter of this book.

Women Entrepreneurs

While men are still more likely to start businesses than women, the number of
women-owned businesses is increasing. According to a study commissioned by
American Express OPEN, as of 2016, there were 11.3 million women-owned busi-
nesses in the United States. Very impressively, these businesses employ nearly
nine million people and generate over $1.6 trillion in annual sales. Between
2007 and 2016, the number of women-owned firms increased by 45 percent,
compared to just a 9 percent increase among all businesses. As a result, over
the past nine years, the number of women-owned businesses has grown at a
rate five times faster than the national average.

Gino Santa Maria/Shutterstock

LEARNING OBJECTIVE

6. Discuss the changing
demographics of entrepre-
neurs in the United States.

These are the faces of

the entrepreneurs of the
future. Collectively they
will include more women
and will be more ethnically
diverse than at any time in
the past.



22

PART 1

DECISION TO BECOME AN ENTREPRENEUR

Women are now the majority owners of 38 percent of U.S businesses, up
from 29 percent in 2007. Of the 11.3 million women-owned firms, 44 percent are
owned by minorities. This percentage, which has increased dramatically since
2002, includes 1.9 million women-owned firms owned by African Americans,
8.1 percent owned by Asian Americans, and 16.5 percent owned by Latinas.

The 10 states home to the greatest number of women-owned businesses are
California, Texas, Florida, New York, Georgia, Illinois, Michigan, Ohio, North
Carolina, and Pennsylvania. Women-owned firms can be found in every sector
of the U.S. economy. Four sectors stand out, and these constitute roughly 6 in
10 women-owned firms (61 percent). These sectors are: Other Services (such as
hair and nail salons and pet care businesses), Health Care and Social Assistance
(such as child day care and home health care services), Professional/scientific/
technical services (such as lawyers, accountants, and architects), and Adminis-
trative Support and Waste Management Services (such as office administrative
support and travel agencies}.46

The number of groups that support and advocate for women-owned busi-
nesses continues to increase. An example of these groups is the National Asso-
ciation of Women Business Owners (www.nawbo.org), which provides a forum
for women entrepreneurs to share their stories and support and encourage
one another.*’

Minority Entrepreneurs

There has been a substantial increase in minority entrepreneurs in the United
States. The most comprehensive statistics are reported by the Minority Busi-
ness Development Agency (www.mbda.gov). The most current data available for
minority entrepreneurs is 2012, in contrast to the 2016 data available for women
entrepreneurs. According to the data, there are eight million minority-owned
firms in the United States—a 38 percent increase since 2007. This increase is
encouraging. The average gross receipts for minority-owned firms was $58,119,
down slightly from 2007. The industry sectors in which minority-owned firms
operate are: Healthcare and Social Assistance (13 percent), Administrative Sup-
port and Waste Management and Redemption (12 percent), Professional/scien-
tific/technical services (10 percent), Construction (9 percent), Retail (8 percent),
Transportation and Retailing (7 percent), Real Estate and Leasing (5 percent),
and Other (37 percent). (Other is a catch-all for all remaining industries.)*8

Similar to women entrepreneurs, an important factor facilitating the growth
of minority entrepreneurs is the number of organizations that promote and
provide assistance. Examples include the Latin Business Association, Black
Business Association, The National Center for American Indian Enterprise
Development, Asian Business Association, and the Minority Business Develop-
ment Agency, which is part of the U. S. Department of Commerce.

Senior Entrepreneurs

The number of seniors starting businesses is substantial and growing. Accord-
ing to the U.S. Small Business Administration (SBA) Office of Advocacy, the
percentage of individuals age 62 and older starting a business increased from
4.2 percent in 1988 to 5.4 percent in 2015.%° The SBA characterized the grown
in senior entrepreneurs as healthy for the U.S. economy. This growth pattern
is also no doubt welcomed by seniors who appreciate the challenge of starting
a new business as a foundation for a new career.

The increase in senior entrepreneurs is attributed to a number of factors,
including corporate downsizing, an increasing desire among older workers for
more personal fulfillment in their lives, and growing worries among seniors that
they need to earn additional income to pay for future health care services and


http://www.mbda.gov/
http://www.nawbo.org/

CHAPTER 1 INTRODUCTION TO ENTREPRENEURSHIP 23

other expenses. Many people in the 60 and older age range have substantial
business experience, financial resources that they can draw upon, and excel-
lent vigor and health, which make them ideal candidates to start businesses in
many industries. In addition, the steady increase in life expectancy means that
Americans are not only living longer, but are living healthier longer, and are
likely to remain engaged in either a job or an entrepreneurial venture longer in
their lives than earlier generations.

Millennial Entrepreneurs

A desire to pursue an entrepreneurial career is high among millennials. Accord-
ing to a Bentley University survey, 66 percent of millennials have a desire to
start their own business, 37 percent would like to work for themselves, and
25 percent would like to own a company. While encouraging, these statistics
don't fully reflect the direction entrepreneurial millennials are taking. Consider
for example that in 2013, only 3.6 percent of all businesses in the United States
were owned by someone under the age of 30.5° A 2016 study by EY and EIG
tackled the question of what is constraining young people from becoming entre-
preneurs. The findings affirmed the gap uncovered by the Bentley University
survey. Millennials overwhelmingly (78 percent) consider entrepreneurs success-
ful and more than half have considered starting their own business. The biggest
obstacles preventing them from acting on their entrepreneurial desires are lack
of finances, lack of desire to start a business, fear of failure, and a lack of knowl-
edge of the business start-up process.?! Other factors may include the attrac-
tiveness of corporate jobs, student debt, lack of savings, and risk aversion.??

There are many forces at work encouraging millennials, in particular, to con-
sider entrepreneurship as a career. More than 2,300 colleges and universities
in the United States offer at least one course in entrepreneurship at the under-
graduate or graduate level. Although the bulk of entrepreneurship education
takes place within business schools, many other colleges and departments are
offering entrepreneurship courses as well—including engineering, agriculture,
law, hospitality management, and nursing. Additionally, the activities offered by
a number of organizations are encouraging college students to consider becom-
ing entrepreneurs. These organizations range from the Dorm Room Fund, which
is a student-run venture fund, which invests in student-initiated start-ups, to
Startup Weekend, which helps students organize teams and launch start-ups in
54 hours. A sample of these organizations is shown in Table 1.5. There are also
resources available for non-college bound and/or non-college educated millen-
nials who are considering an entrepreneurial career. For example, SBA Small
Business Development Centers (SBDCs) across the United States are available
to aspiring entrepreneurs. SBDC counselors provide encouragement and advice
to people of all age ranges and offer a variety of free business consulting and
training services.

The Positive Effects of Entrepreneurship
and Entrepreneurial Firms

Entrepreneurship’s importance to an economy and the society in which it resides
was expertly articulated in 1934 by Joseph Schumpeter, an Austrian economist
who did the majority of his work at Harvard University. In his book The Theory
of Economic Development, Schumpeter argued that entrepreneurs develop new
products and technologies that over time make current products and technolo-
gies obsolete. Schumpeter called this process creative destruction. Because
new products and technologies are typically better than those they replace and
the availability of improved products and technologies increases consumer

LEARNING OBJECTIVE

1.

Discuss the positive effects
of entrepreneurship and
entrepreneurial firms on
economies and societies.
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TABLE 1.5 Organizations that Help College Students Learn More about Entrepreneurship

and/or Advance Their Business Ideas
|

Organization

Description Website Address

3-Day Startup

Offers a 3-day program that helps students kick-start http://3daystartup.org
companies and build entrepreneurial capabilities

CEO (Collegiate Entrepreneurs’ Premier entrepreneurship network with chapters on more WWW.Cc-e-0.0rg

Organization)

CollabFinder

College Startup

Dorm Room Fund

Entrepreneurs’ Organization

Startup Weekend

VentureWell

than 240 college campuses

This is a web platform that students across the country are www.collabFinder.com
using to team up on start-ups and other projects. A business

student, for example, can use the platform to find an

engineering student to collaborate on a business idea.

An independent start-up news site dedicated to covering www.collegestartup.org
entrepreneurial people, companies, and events emerging
from college campuses

This is a student-run venture fund that invests in student- http://dormroomfund.com
initiated start-ups. It is backed by First Round Capital.

A global business network of 9,500+ business owners; runs www.gsea.org
the annual Global Student Entrepreneur Award program

Startup weekends are 54-hour events during which http://startupweekend.org
developers, marketers, product managers, and start-up

enthusiasts come together to share ideas, form teams, build

products, and launch start-ups.

A nonprofit organization that funds and trains faculty and www.venturewell.org
student innovators to create new businesses

demand, creative destruction stimulates economic activity. The new products
and technologies may also increase the productivity of all elements of a society.?3

The creative destruction process is initiated most effectively by start-up ven-
tures that improve on what is currently available. Small firms that practice this
art are often called “innovators” or “agents of change.” The process of creative
destruction is not limited to new products and technologies; it can include new
pricing strategies (e.g., Warby Parker in eyewear), new distribution channels
(such as e-books for books), or new retail formats (such as IKEA in furniture
and Whole Foods Market in groceries).

Now let’s look more closely at entrepreneurship’s importance.

Economic Impact of Entrepreneurial Firms

For two reasons, entrepreneurial behavior has a strong impact on an economy’s
strength and stability.

Innovation. Innovation is the process of creating something new, which is
central to the entrepreneurial process.?* According to the SBA Office of Advo-
cacy, small innovative firms are 16 times more productive than large innova-
tive firms in terms of patents per employee. Small firms tend to be particularly
innovative in certain industries, as measured by patent activity. For example,
small firms account for more than 32 percent of patents in both smart grids and
solar energy and 15 percent of patents in batteries and fuel cells.®

Job Creation. According to the SBA, small businesses create a substantial
number of net new jobs in the United States. For example, firms with fewer than
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500 employees created nearly two million of the roughly three million private
sector jobs in 2014. More than seven million of the 11 million jobs created dur-
ing the recent economic recovery in the United States were created by small
firms. A key factor cited for the ability of small firms to create jobs is their skill
when it comes to wisely and effectively deploying capital resources.?®

A recent Kauffman Foundation study affirmed these numbers and provided
additional insight. According to the study, it is not the size of a business that
matters as much as its age. Companies less than one year old have created
an average of 1.5 million jobs per year over the past 30 years. New and young
companies also contribute to economic dynamism by injecting competition into
markets and spurring innovation.?”

Entrepreneurial Firms’ Impact on Society

Entrepreneurial firms’ innovations have a dramatic impact on a society. Think
of all the new products and services that make our lives easier, enhance
our productivity at work, improve our health, and entertain us. For example,
Amgen, an entrepreneurial firm that helped pioneer the biotechnology indus-
try, has produced a number of drugs that have dramatically improved people’s
lives. An example is NEUPOGEN®, a drug, which decreases the incidence of
infection in cancer patients who are undergoing chemotherapy treatment.
In addition to improved health care, consider smartphones, social networks,
Internet shopping, overnight package delivery, and digital photography. All
these products are new to this generation, yet it’s hard to imagine our world
without them.

However, innovations do create moral and ethical issues with which societ-
ies are forced to grapple. For example, bar-code scanner technology and the
Internet have made it easier for companies to track the purchasing behavior of
their customers, a fact, which raises privacy concerns. Similarly, bioengineer -
ing has made it easier to extend the shelf life of many food products, but some
researchers and consumers question the long-term health implications of bio-
engineered foods.

Entrepreneurial Firms’ Impact on Larger Firms

In addition to the impact that entrepreneurial firms have on economies and soci-
eties, they also positively impact the effectiveness of larger firms. For example,
some entrepreneurial firms are original equipment manufacturers, producing
parts that go into products that larger firms manufacture and sell. Thus, many
exciting new products, such as smartphones, digital cameras, and improved
prescription drugs, are not solely the result of the efforts of larger companies
with strong brand names, such as Samsung, Apple, and Johnson & Johnson.
They were produced with the cutting-edge component parts or research-and-
development efforts provided by entrepreneurial firms.

The evidence shows that many entrepreneurial firms have built their entire
business models around producing products and services that increase the effi-
ciency and/or effectiveness of larger firms. For example, an increasing number
of U.S. firms are competing in foreign markets. These initiatives often require
firms to employ translators to help them communicate with their foreign coun-
terparts. Entrepreneurial firms are sometimes founded to respond to larger
firms’ needs. This is the case with start-up firm SpeakLike, a company that
created an online service, which provides real-time translation services for two
or more people who speak different languages. The cost of this service is con-
siderably below what it costs to employ human translators. A large percentage
of SpeakLike’s customers are large firms. Similarly, Box is an entreprenurial
startup that allows clients to store data files in the cloud. The majority of Fortune
500 companies are now Box subscribers.
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LEARNING OBJECTIVE

8. Explain the entrepreneurial
process.

FIGURE 1.3
Basic Model of the
Entrepreneurial Process
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Introduction to
entrepreneurship

CHAPTER |

The Entrepreneurial Process

The entrepreneurial process we discuss in this book consists of four steps:

Step 1 Decision to become an entrepreneur
Step 2 Developing successful business ideas
Step 3 Moving from an idea to an entrepreneurial firm

Step 4 Managing and growing an entrepreneurial firm

Figure 1.3 models the entrepreneurial process you’ll study while reading
this text. This process is the guide or framework around which we develop this
book’s contents. The double-headed arrow between the decision to become an
entrepreneur and the development of successful business ideas indicates that
sometimes the opportunity to develop an idea prompts a person to become an
entrepreneur. The four major stages of the entrepreneurial process and each
stage’s component parts (see Figure 1.3) are explained in the following sections.

Decision to Become an Entrepreneur (Chapter 1)

As discussed earlier, people become entrepreneurs to be their own bosses, to
pursue their own ideas, and to pursue financial rewards. Usually, a triggering
event prompts an individual to become an entrepreneur.’® For example, an
individual may lose her job and decide that the time is right to start her own
business or a person might receive an inheritance and for the first time in his
life have the money to start his own company. Lifestyle issues may also trigger

” Developing Successful Business Ideas

CHAPTER 2

CHAPTER 3

CHAPTER 4

CHAPTER 5

CHAPTER 6
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entrepreneurial careers. For example, a woman may wait until her youngest
child is in school before she decides to launch her own entrepreneurial venture.

Developing Successful Business Ideas
(Chapters 2-6)

Many new businesses fail not because the entrepreneur didn’t work hard but
because there was no real opportunity to begin with. Developing a successful
business idea includes opportunity recognition, feasibility analysis, the develop-
ment of an effective business model, industry analysis, and writing a business
plan.Chapter 2 takes a scientific look at how entrepreneurs recognize opportu-
nities and describes how the opportunity recognition process typically unfolds.
Chapter 3 focuses on the feasibility analysis: the way to determine whether an
idea represents a viable business opportunity. Chapter 4 focuses on the impor-
tant topic of developing an effective business model. A firm’s business model
is its plan or recipe for how it creates, delivers, and captures value for its stake-
holders. Entrepreneurial firms need to have a crystal clear understanding of
the issues concerned with creating, delivering, and capturing value if they are
to be successful. Industry and competitor analysis is our concern in Chapter 5.
Knowing the industry in which a firm will choose to compete is crucial to an
entrepreneur’s success. In Chapter 6, we describe how to write a business
plan. A business plan is a written document that describes all the aspects of a
business venture in a concise manner. It is usually necessary to have a written
business plan to raise money and attract high-quality business partners. Some
entrepreneurs are impatient and don’t want to spend the time it takes to write

a business plan.5® This approach is usually a mistake. Writing a business plan
FIGURE 1.3
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9.

PART 1 DECISION TO BECOME AN ENTREPRENEUR

Learn how understanding
entrepreneurship and the
entrepreneurial process
can facilitate your career
SUCCESS.

forces an entrepreneur to think carefully through all the aspects of a business
venture. It also helps a new venture establish a set of milestones that can be
used to guide the early phases of the business rollout.

Moving from an Idea to an Entrepreneurial Firm
(Chapters 7-10)

The first step in turning an idea into reality is to prepare a proper ethical and
legal foundation for a firm, including selecting an appropriate form of business
ownership. These issues are discussed in Chapter 7. Chapter 8 deals with the
important topic of assessing a new venture’s financial strength and viability.
Important information is contained in this chapter about completing and ana-
lyzing both historical and pro forma financial statements. Chapter 9 focuses on
building a new-venture team. Chapter 10 highlights the important task of get-
ting financing or funding and identifies the options a firm has for raising money.

Managing and Growing an Entrepreneurial Firm
(Chapters 11-15)

Given today’s competitive environment, all firms must be managed and grown
properly to ensure their ongoing success. This is the final stage of the entrepre-
neurial process.

Chapter 11 focuses on the unique marketing issues facing entrepreneurial
firms, including selecting an appropriate target market, building a brand, and
the four Ps—product, price, promotion, and place (or distribution). Chapter 12
examines the important role of intellectual property in the growth of entrepre-
neurial firms. More and more, the value of “know-how” exceeds the value of a
company’s physical assets. In addition, we will talk about protecting business
ideas through intellectual property statutes, such as patents, trademarks, copy-
rights, and trade secrets.

Preparing for and evaluting the challenges of growth is the topic of
Chapter 13. We'll look at the characteristics and behaviors of successful growth
firms. In Chapter 14, we’ll study strategies for growth, ranging from new prod-
uct development to mergers and acquisitions. We conclude with Chapter 15,
which focuses on franchising. Not all franchise organizations are entrepre-
neurial firms, but franchising is a growing component of the entrepreneurial
landscape. When you finish studying these 15 chapters, you will have been
exposed to all components of the entrepreneurial process—a process that is
vital to entrepreneurial success.

Developing Skills for Your Career

In this chapter, we introduced you to the phenomenon known as entrepreneur-
ship and described the entrepreneurial process as a path entrepreneurs can
follow to be successful. As readers, some of you may not imagine that you would
ever become an entrepreneur, others of you think you may develop an entrepre-
neurial venture at some time in the future while some of you may find the stories
of the entrepreneurs discussed in the 15 chapters’ “Opening Profile” features
inspirational to the point that you are now contemplating launching an entre-
preneurial venture as soon possible. For all three types of readers, this book’s
contents address some of the “employability skills” that are critical to personal
success within organizational settings. Let’s see how this is so.

Business Ethics and Social Responsibility. From various sources, includ-
ing the United Nations and corporate boards of directors, the need for and



