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Why Teach Small Business Management?

Small business represents a vital and significant
farce in the American economy. The role of smalfl busi-
ness has been extremely visible in the past. In the last
century one writer, Alex de Tocqueville, recorded his
fascination at the bustling economiic activity which con-

- fronted him on his arrival in this country. Everywhere

he looked he saw one kind of busines$ or another. He
Saw a nation of people who “dared explor:z new fron-
tiers, people eager to build lives for themselves in a
spacious society that did not restrict their freedorn of
choice and action. There is undeniably something al-
most fevarish in the activity this freedom imparts to
industry and to the human spint.”

Today, the role of small business may be somewhat
hidden when viewed within the context of our present
industrial society. Too often we think of business in
terms of large corporations. Such names as General
Motors, Standard Oil, and General Electric are aimost
household words. Abrozd, the image of the United
States is a land of giants. & nation of big business.

Though not immediately apparent, small business is
of vital importance to the economy of the United
States. Small firms make a major contribution to Ameri-
can economic life. Opportunities exist for small busi-
nesses in all private sectors of our economy.

Judging by the number of small businesses currently
in existence, small business ownership ranks high as a
career choice. According to the Small Business Ad-
ministration, of the eight million xbusinesseé in this

country, 959% are considered small. Whether the sub-
ject of small business management is infroduced to
students to create an awareness of fuiure career
opportunities in smali business, or as a means of pre-
paration for a career as a small business owner/
manager, the subject may be extremely relevant and
timely for many students. As is the case for all career
choices, the dacision to become self-employed is a
major one. This decision warrants careful consideration
and study. To be successful, the small business entre-
preneur should possess many qualities and skills. He
or she should be energetic, enthusiastic, and be willing
to work long hours. He or she should also have a great
desire to achieve, be reasonably intelligent, and have
good planning and decision-making abilities. For per-
sons having these qualifications, the life and career of
a husiness owner/manager will contain rewards in
terms of work satisfaction, _income, and the belief of
contributing to social responsibility.

How is This Guide Unigue?

Until . recently, formal education relating to small
business ownership and management has nol been
very popular, Management education at all educational
levels has tended toward the teaching of sophisticated
managerial skills sujtable for managers and employers
of larger organizations. It is ironic that for all our verbal
commitment to the American dream — that anyone can

., own a business and be his or her own boss —

students are rarely taught the basic knowledge and
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skills necegsary lor operating a small business
The need for instruction in small business m:;:n;—jgg;
ment is further evidenced by the high mortality rate of

small businesses. Many of the causes of business

‘failure are intemnal to the firm and include certain highly

persunal factars such as the inability to get along with
employees, as well az inadequate financing, poor
planning. inadeguate records and unwillingness or in-
ability to keep abreast of. or ahcad ¢f change. This
guide will pertain to personal factors of owning and
operating a business as well as the more {raditional
small business management topics.

The objective of this quide is-to aid the ieacher in
providing instruction in small business ownership and
management 10 siucdents who desire the knowledge
and skills necessary o slarl a small business and nur-
ture its growth Whie the content of the guide is
directly related to the teaching of management infor-
mation and skils, a unique aspect of the guide is the
design of the aciivities suggested in eagh unit. -

Activities designed to enhance human or attitudinal
factars whh:h sre nécessary for successful gmall

thr(:sLJghout *he gusde. Pesearch Iﬂdlgatés that the suc:
cessful entrepreneur possesses certain qualities which
contribute to his or her success. Although there can
be some debate concerning the feasibility of teathing
such things as decision-making, creativity,
achievement motivation, and similar qualities, many of
the activities are designed to build upon and expand
these personal qualities which are possessed by all
persons in varving degrees.. The methodology, ac-
tivities, and the dynamics of the class members should
enhance the development of these qualities which will
enable persons fo become effective-business owners
and managers.

Where Can the Guide Be Used?

The guide has been developed in a manner that
allows it to be utilized wherever it is desirable to
emphasize the subject of small business management;
whether in adult and continuing education classes, at
the community college level, or as career awareness
information at the high schoopl level,

How Can the Guide Be Used?

The flexibility of the materials presented in this guide
promotes its usage in various ways. In its entirety, the
guide can become the catalyst for developing a course
in small business management or it can be used as

irg course in small business managamanl. Tie guide
can also be used most effectively to iﬁtégfﬂt@ small
business concepts into ongoing busines

Students often do not grasp the rolevance ﬁf a bu Gi-
nass concept because examples used.io illustraie the
business concep! usually relate to the operation of &
large business organization. These examples usually
do not relate to the prévious experience of the stu-
dents. Studerits are beiter able to understand business
concepts when small businesses located in their own
community can be used to iliusirate the concept. For
example, a course in Principles of Management might
utiize portions of the guide which emphasize mana-
gerial planning for a small business. The guide can be
used in any course where it is desirable to make the
topic relevant to the needs of small business owners.

Who Should Use This Guide?

Anyone who desires to teach small business man-
agement will find this guide useful. The managernent
and operation of a small business is a subject which
may be of interest to educators in all vocational educa-
tion areas in preparing studenis for a carger. The most
obvious area of applicdtion’is the Business, Marketing,
and Management Occupations where it can be used in
any course to emphasize small business management.

The topic of small business managemen! is not
limited to the Business, Marketing, and Management
Occupations cluster. Educators in the Applied Biolo-

_gical and Agricultural Occupations cluster will find that
the guide is relevant to instruction in Agri-business and

other related subjects. Two examples would be: a) stu-
dents interested in operation and management of a
farm, and b) students who aspire o operate florist
shops. Health Occupations instructors may - discover

that some of their students are interested in C)Eéraﬁﬁg"rﬁ

a small business as they prepare for work Drcmdlﬁg
care and health services to patients. An exsmtﬂe might
be a private nursing service. Certamly the Industrial
Occupations teacher knows that many ‘students desire

 a business of their own such aga small machine shop

or a construction firm. Within-the Personal and Public
Service Occupations, students have often expressed
an interest in careers as small business owners and
managers. Examples qf"'careers in this area would in-
tlude operation of child care centers, laundromats, or
catering services.

Small business ownership and management as a

career option is an integral part of all vocational educa-

tion clusters. This guide has been developed for use
by all instructors attempting to adequately meet the

either a primary or supplemental resource for an exist- career aspirations of their students. o
]: lillc introduction , 7 ‘ : -
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How Is This Guide Organized?

Each unit consists of: a) introduction, b) objectives,
c) content, and d) suggested aclivities. The intro-
duction ta the unit is an overview of the topic and pro- |
vides proper perspective for the instructor. The intro-
duction aiso idantities the unit objectives and the unit's
relationship te other units. The introduction should
prove useful to the instructor when explaining the im-
portance of the unit to the students. Students should
understand why each unit is important and- how the
unit relates to ousiness cwnership and management.

Each unit includes various student objectives which
are stated in behavioral terms. These objectives. will
assast instructors io-Hnow- he-desired “studént out-~
omes upon completion of the unit.

The content of each unit is explained in detail. The
content for each unit is followed by suggestions for
general and special activities which inglude: projects,
group dynamics, simulations, role playing, case
Studies, and assignments. The purpose of the general
activities is to familiarize the students with the know-
ledge and skills necessary to own and operate a
growing and successful business. The activities aré
hased on the topics covered in the units.

A number of special activities are included .in Eagh
unit and are a unique aspect of the gudp ach special
activity can be cateqarlzed under ane ‘or more of the

following areas: -

t"J

Area ... Symbol
1 Creativity and Innovation Creahvnty
2. Coping with Change
.and Competition i
3. Achievernent Motivation ;\fhuevemént
k)
4 F’rr’;t’!{l?m S?l\{i,ﬁg and D ecision- makmg
Dacision-making —
5. Human Relations Ability Human %elatmr\s

6. DE\{‘?@PWQ a Positive ‘%elf lrﬂsqe
Self-image St

Each special activity is identified by a special symbol in
the right-hand margin. As the special activities appear
in the various units, the relevant identifying symbols
are also printed in the margin. The purpose of the sym-
bolis to identify for the instructor the particular quality
which the activity. is designed to develep or highlight.

introduction 3
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Why Ase These Qualities important?

The small business owner/manager must have a
wofking Kknowledge of the traditional management
skils. To be successful, it also appears xmportam that
the business owner/manager possess the following
r;\errs::snai qualities: .

Cregtmty

1. Creativity and Innovation

‘Creativity and innovation are complimentary. In order

fo be innovative one must be somewhat creative, Crea-

~tivily has been defined as a combination of new and
old ideas which will better satisty a need. The applica-

tion of creativity may be an important reason for the

success of any business. The formation of the

buSiﬁéSS itself is a cre%tivp ac:t Craativity' can help in

busmess am:i c:f the future E—énvuronment in whlch me
business will operate.

Creativity can be useful in surmounting problems in
adverlising and sales promotion, and in many other
business activities. Everyone is born with a certain
capacity for creativity. The extent to which people in
business are creative depends on how they are
- trealed, how they are encouraged to be creative, and
whether the opportunities arise for them to make use
of creativity in their business. Creativity can be aug-
mented through trajning.

-Change

2. Coping with Change and Competition
The efiective business owner/manager is not in-
terested merely in ‘'making a reasonable return on in-
vasiment in the current years. He or she must also
look ahead, and ta a greater or lesser degree, prepare
plans for the firm five to ten years in the future. It is
possible to get’ some idea of the extent of luture
change when one reflects on the tremendous changes
that have occurredin the past ten years.
Ghanges in the future will continue at an accelerated
-rat@. In order to be successful in the future, the busi-
ness owner/manager must become adept at coping
with change. Activities have been designed to- facilitate
the students’ understanding and ability to cope with
situations involving change.

Achuevemem

3. Achisverment Motivation Bl

The literature describes the successful entrepreneur
as one who has high need achievement. A need
achigver is one who takes moderate risks, takes re-
sponsibility for his or her actions, lcoks actively for

4- lmraducﬂan

ERIC

Aruitoxt provided by Eic:

sity to aclion. He or she does nat wait for things to
happen. Need achievement can be developed: this is
borne out especially by the work ot Dr. D.C. McClel-
land, whe has done considerable worlk in the area of
neead achiavermnent.

feedktack to improve performance, and has a propen-

4. Problem Solving P ————
‘and Decision-makiiig Decision-making

The success of the business owner/manager will
depend to alarge extent cn his or hgr ahility to solve
problems and make decisions quickly. Throughout the
guide, the student will be given an opportunity to
understand and practice the following procedures in
the decision-making process:

a. Becoming aware of the probler

b. Clarifying the problem situation

c. Collecting information

d. ldentifying alternative solutions

e. Selecting the best alternative solution and taking

action

f. Evaluating results

Hturnan Fiélatunﬂs

5. Human Reiations Abllity

Human factors, both in relation e empl@vees and the
general public, are an important ingrediant of success,
especially in small business. Ability to have personal

contact with customers is a decided advantage whiclt

the small business has over its larger competitors.
Customers’ needs are a prime congideration. The mar-
keting strategies of many small bhusinesses are
customer oriented rather than product oriented.

Employee relations should also be people-centered.
Managing people is primarily the art of practicing
human relations. When people wark together in
groups, an atmosphere should be created in which
people are free to do their best. Due consideration
should be given to employee needs; they should be
treated with fairness and consideratior.

6. Developing a Positive Self-image ?E'iﬂe

A positive self-image bagins with an awareness of
self. The prospective business ownar/manager must

be willing to spend time evaluating his or her own per- .

sonality. Personal strengths and weaknesses must be
identified and understood. Does he or she have the at-
tributes — physical, mental, and emotional — required
in the role as entrepreneur? He or she must be willing
to rnake an effai‘t hj c:hsrnge or modify any negative gr

©
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How Should the Case Studios 8% Used?

Most of the units in the guide contain at [east one
ase study which depicts a real-life business sitiation
regarding the unit topic. Included with ach case are:
a) points to be highlighted by the case. b) suggested
guestions for discussion and c) a possible solution to
the case problem. Included in the flrst unit of the guide
& a "worksheet for decision making” Whu:‘h can be
used with all of the cases in the rjmde This worksheet
can be used by the students to gumjﬁ them through the
decision-making prages‘z

The case method is 4 teaching device that helps the
student learn through tﬁe process of prablem solving
and decision-making. Students are encouraged to
exercise- thinking ability . as they analyze practical busi-
ness problems.

Since a case does not halve one "right” answer, it
lends itself to discussion and analysis. Properly used, a
case will hold the participants’ interest and stimulate
their thinking. The case method allows the students to
learn and exercise problermn solving and decision-
making skills. Case studies can be used in several
ways to augment the information presénted in each
urt’

o]

ie

1. individual assignments.

[

. enlire class discussion.
. small group discussion and analysis.

3

. as a means of evaluating the student’s ability to
apply what has been learned in a practical
gituation.

I

When group discussion of a case is used, each
member of the group contributes from his or her
unique experience and each participant gains from the
others.

How Can the Information Presenisd
in the Guide Be Supplemented?

To assist instructors in supplementing the materials
contained irt the guide and to encourage inatructors to
expand the basic information presented on each topic,
various sources for further information have been in-
cluded in the guide.

An annotated bibliography has been included at the
back of the guide. This biblography contains sources
of generalinformation on the subject of small business
ownership and management in the retail, wholesale,
service, corstruction, and manufacturing domains..

Appendix A, the Small Business Pereéplions
tory, may heé used by the instructor as an introduction

Inven-,

10

to the subject of small business ownership and

management. It is noi designaed to evaluate students'

learning of small business concepts. Instead, it may
serve as a catalyst for class discussion anc lead to a
more accurate awareness of small business cwnership
and management corncepts. ’

Appendix B, the Smal Business Ownership and
Management Test, is a one-hundred item objective tést
which the instructor may use as one means of
evaluating student progress in learning the information
and concepls presented in the guide.

introduction 5
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Very few would argue with the notion that it is wise
for a person 1o know something about a particular busi-
ness before attempting to own and operate it by one-
self. It is highly advisable fér anyone interested in

- owning and operating a small business to know some-

thing about small business in general before beginning
the endeavor. The prospective entrepreneur should
work in a similar type of business, if possible, before
starting his or her own business.

The instructor should be fully aware that a!though«

students may be highly interested and highly enthu:
siastic, mest students lack considerable knowledge of
the actua!l operations of small business. While intro-

ducing the small business course, it is the task of the _
instructor to provide opportunities for student insight

with regard to the nature and environment of small
business. Such considerations as economic contribu-
tions of small businesses, what it means to be small,
and available opportunities in small business, should be
emphasized by the instructor. In this introductery unit
students should begin to become aware of personality
characteristics of the successfll entreprensaur, and be
introduced to various success and failure factors that
play an important role in small business ownership and
management. ’

Unit Objectives

o To provide the student with information on the na-
ture and enwr«:nment af smsll business in the United
States.

8 Tc:» make z‘he Stuﬁéﬂl sware :::f the pe’r’sana’ﬁt y G"‘hér'

19

I

» To make the student aware of various success: rac:s
tors which have been shown to be critical to the sur-
vival.of a small business.

o To make the student aware of various failure fac-
tors which have been showri to be crilical to the sur-
vival of a small business.

Student Objectives

e Given information on the nafire of small business,
the student will be able {o:

a) develop a personal definition of srmall business.

b)list at least three types of businesses which pro-
vide spacial opportunities as smail businesses.

. é) identify two reasons why*s:ﬂ!sall businesses are im-
partant to the economy.

e Fellcwmg a discussion regarding advanfagés and
disadvantages of being small, the student will be able
te list and explain four advantages and four drs.qrj\tans
tages of operating a small business.

e Following a discussion on parsonality characteris-
tics of the successful entrepreneur, the student will be
able tc make an appraisal of his or her own personality
characleristics by responding (o a “Checklist for Going -
into Business,"”

v Giverl a list of reasops for small business failure,
the student will be able to list at least five failure fac-
tors and suggest ways of avoiding these pitfalls.

&
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| Wreat Is Srnal I?

A Trere are numerous de fnitions of smalk bushe ss
awilable which inciude various figures and re-
stfictions. The folowing definition ard figures are
takery from the Semall Business Admiristration,

B. &1 the eight mitlon bushesses Iﬁ this colntry,

9 5% are considered smal.,
C.a smallbusiress is one which is:

1. ndependenlly owned

2. not dominant inits fieldof operntion
3. operated For profit
q

. Within the paﬁn:ular Size standards for ils in-
dustry or area. The size stindards include:

A refail and senice busimesses with less thgn'

two million de:)llar's armnual sales
b wholesating bushesses with less than nire
milion dolars annuai sales
< manufacturirey  businesses with |ess than
250 emplbyeaes |

d constucton businesses aeraging amnul

receipts for the preceding three yegrs of

£9.5 muli:on of le=ss

# Q.Atjprs:ﬂxirﬁate!y 40% of the United States Gross

National' Product is contribited by’ srmall bus
hezsses.

£ Srmall busness predorminates n the retaling,
wholesaling, construclion, and service indushies.
Arthough there are a great_number of successful

srmall manufacturers, the mianufaicturing industsy. -

is dominated by big busiress.

v Fliver the studenls wite dovwn vwhatlhe y belleveis a
goad ofefirzition of smral business From these defird
liers of srmall busiess a good dscussion ol what s

smral can be gerrerated. A good delnition would in-
tis de s Uchr faclors as anral sales volum 6, rrumber of

errrploy- es, and size oftrading area.

v FHave-\stadents racl to the folowing proposal: Al
srréll pusinesses spould be closed dowa imme-
diately for the sake of the economy. Smyall busl
nesses are less elliciont than jaiges bus inesse s arrd
add vesy Iittle to the growth of our econeomy. Trae
olass ofAscusssion shoudd include comrments ort ermplo y-
ment agponuniies arrd compretition, |l skrould akso 0
pofilecs out thal srmall businessis Neesdéd 10 =uppaly bag
bugihesss and service thejrprediscls, as well as tosel
broetic s mzanufact ure & by, large bBusiraesses.

B 4ho piure of smalf bus ness

I. Whaat Arethe Advantages and
Dnsaduarstages ot Being Sr‘nal I'l‘
A. Adwantsgeé

1. Qppotyriies for persorsal relationsFips w\nth
customers and employees

2. Ale to adaptquickly to change

3. Lowesrtazes v

4. Fewergovernment regu]atmns

5. i ndepzencdence

B.Dizadvasntages :

1. Mansxgerrent not specialized

2. Shortage of working capital
- % Diically i obtaining cepital

4. Lack of e xtersive market researcts
5. Eiﬂic;zjlty in hirng and keeping top  emp> lyezes
6.

DIfflC:il[ty in kkeeping hours of :::per;gahng tordpeti

tive with Barge businesses” .

¢ Have the stydenis add lo the at;mve st of zdvan
tagés and  gisadvantages of Délﬂg sradll,  THis
disciss o) shoedd focus on bushess aspecls Jakrer
tharipe sson &l gcvarrtag es and disagvanta ges.

o Ths aclivily js designed to llustrate tFe acharrlages

and lis adva ﬂlag 65 of being small:

1. -Divickthe c/ass into two'groups who Wil ;e;afesentf :

lrgebusihg sses.

=2 Seledt two individuals to rep-sseral srialf bissk

1185 565. , I

3. hformeach grocp (businesses)that they are I the
sarrrefiedd, For exomple, the lhrge groips cam rep-
resenl tvio Jarge chain depariment stores arsd the
hdividuads can represent smal ane- c::wr»g-r cfothing
slores,

4 App oint Aaif of the students in the large gyoLrps as

mernbers of the board of directors of the busihess
and desdgnarte -2he other studenls #n ezch large

groupas stoJse management. The bogsd of directors .

for @ach bysdness should be isolated fronr the store
mary agerrient of that business. :

5. Al decisfons made by thé lasge businesses musst
He the resyld of discussion among the rranggers
wolirzg, arad #76 reaching of a rrajo iy clecission.

6. The lige bushess managers must b 6 ah to jus:
tlly Zheir declsion to the bogrd of firecfors, who

13
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will make final decisians by tsking; a vote on each
issue.

7. All decisions made by the small businesses need
only satisfy the owner. There is no formal process
to go through. :

8. The instrucior introduces three or more problems
to the businesses and records the time required to
make decisfons for each business. :

Problem 1: Retal employees are seeking higher
' wages. They are asking for a 50 cents -
an hourincrease.,
Problem 2: 'The major supplier of the best seling
“brand of blue jeans for all of the busi-
nesses is raising his price to the busi-
. nessby 20%.
Problem 3: None of the businesses are currently
' granting credit to customers. As a
resull rmuch sales volume is being lost,
A decision mugl be made regarding
the credit policy of each business,

9. Upon completion of the activity, discussion should
focus on the lime regquired by each business to
make decisfons and cope with changing situations,
and the quality of the decisions made by all of the
groups. , -

lIl. How Do You Rate As an
- Entrepreneur?

A. Entrepreneurs tend to go into business for them:-
selves for the following reasons:
1. Independence — want to be own boss
2. Immediate need for a job .
. 3. To supplement income

4. To build abusiness far their children

" 5.To make mare money
8. Op portunity to prove one's ability
B. Successful entrepreneurs tend to exhibit these

personality characteristics:

1. Organizing ability

2. Leadér’ship

3. Drive — enthusiasm

4. Problem solving ability

5. Ability to make quick decisions
6. Hurman relations ability

7. Cornmunications ability

a8

8. Good health
9. Willingness to work long hours
10. Sense of independence and self-confidence
11. Willingness to take moderate risks
12. Technical knowledge
13. Tenacity—abiity to bounce back after
sethack ’ )

e Ask lhe students if they think it involves more risk
taking to be selfemployed rather than working for
someone else. Discyssion of the risks involved with
entrepreneurship should emphasize that the entre-
preneur is a moderate rigsk'taker.

e Invite several successful local business people lo
ti:e class to conduct a panel discussion on what it
takes to be successhi in today's business world. A lisi
of characteristics covered in class might be helpiful to
the panel mernbers.

e The following aclivity has been adapted from the
Small Business Admijnistration’s “Chaecklist for Going
into Business.” It is designed to allow the student to
make a self-analysis regarding personal qualities of the .
successful entrepreneur. It is alsé desigﬁed ]
measure whether the student is capable of evaluating
his or her own personal qualfties:

1. Tell the studenls at the outset that the checklists
will not be turned in and that they are for their owrn
information,

2. Have the students check the appropriate C’F’/Llﬁ‘)ﬁ
(YES, NOT SURE, NO) and have siudents recheci
all of their NOT SURE fterns. :

3. When the checklist is compleied, have each siu-

dent write short paragraphs (one ortwo sentences)
describing their strengths and weaknesses as &
business owner/manager.

4. One paragraph should ‘reflect how the y sze them-
gelves, and the other paragraph how they think
others view them. : '

5. When scoring the checklist, al YES responses re-
ceive two points. Al NO responses receive one
point, and all NOT SURE responses receive zero
poinls,

6. A high score shows thal the student perceives him-
self or herself as a potenlially successful business
owner/manager. All NO responses are given one
point because this shows thal the student is willing
to recognize weak points. NOT SURE responses
are given zero points since this reflecis a rejection

r

the nature of small business 9
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Checklist for Going into Business

| am a self-staiter. | get things done.

| like people. | can get along with jUEt
about anybody.

| am a leader. 1-can get most people to
go along when I start something.

llike to take charge of things and see
them through. ' %

| like to have-a plan before | start. I'm
usually the one to get things lined up
when our group wants to do some-
thing. .

| like working hard for sarﬁething i

wanf.

| can make up my mind in a hurry if |
want to,

=
L}

People can trust me. | do what | say.

If | make up my mind to do something,
I'll see it through.

| have plerdy of enérgy and can keep
going indefinitely. :

'YES

YES

YES

YES

" YES

NOT SURE

NOT SURE
NOT SURE
NOT SURE

NOT SURE

NOT SURE
NOT SURE

NOT SURE

NOT SURE

NOT SURE

NO

NO

NO

NO

NO

NO
NO

NO

NO

NO

1 Q thes natura of small business
O
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of self-confrontation or persanal indecisiveness. A
successlul business owner/manager should be
willing to evaluate himself or herself honastly.

IV. What Are Some Proven Suctess-
and Failure Factors?

_A. The first two years of operation are the most
critical. The vast majority of failures occur
during this time. Studies also show that if a
business operates successfully for five years
its chances for continued success are very
good. '

B. The Small Business Administration estimates
that at least 90% of ail small business failures
can be attributed to bad managefent. The fol-
lowing list of failure factors can be attributed to
poor management: o e

1. “Insufficient capitél ‘

2. Unwillingness to seek information and
assistance )

Failure to survive unexpected events

Lack of experience -

Poor location

LIRS NA

Iriventory mismanagemaeant

~N

Poor credit granting practices

&

Taking too much salary
Not keeping persanal and business funds
separate

10. Various personality factors

e (ivide the class into groups of four or live students.
Have each team prepare good management tech-
niques (o olfset each of the failure factors presented
above. These management techniques may be written
on the chalkboard and discussed by the entire class.

oo .
(N

i
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1 2 the nature of small businass

A

The San-En:L{aw»*

Bus Nessman, having recently graduated from a community college with a degree in Liberal
Arts, joined VISTA. Bus could not decide what type of work he wanted as a career and thought that
working in VISTA would give him time to decide. While serving the people of a poor section of Ap-
palachia, Bus met Alice, the daughter of George Grinder, a grosperous pwner of three stores in the
nearby towns featuring a line of houselold products.

After Bus and Alice had completed their VISTA assngnmerﬁs they marﬂed and Mr. Grinder
offered Bus a position as marketing manager for his three stores. Since Mr. Grinder hsd only one
child in the family, a daughter, he Kind of liked having a son-in-law to tak with when the couple
came over for dinner. He and Bus would usualy watch faatball games after dinner on Sunday after-
noons.

Since Mr. Grinder saw tﬁaf Bus' physical appearance was a “natural”’ to attract people, he
hoped for the time when Bus, after learning the ropes of the business, might take over the
business when he retired. To aid in this developrment, Mr. Grinder bought a car for Bus-to use when
coordinating his aclivities between the three stores. In spite of his good feeling toward Bus, Mr.
Grinder fournd himself abserving questionable patterns in the way Bus handled the operations Gf
the stores.

Bus seemed not to put the required fime into the job that Mr. Grinder estimated would be the
minimal amount for Bus to survey the three operations, to buy merchandise for each store, and to

‘hwecome familiar with all of Mr. Grinder's employees. Bus tended to work sporadically, sometimes

showing up at the stores an hour late. He tended to take long lungh h@urs aﬂd seemed to quit very
early to go home for dinner.

Im spite of his son-in-law’s practices, Mr. Grinder's three Qtares were doirg WE" People knew
that Mr. Grinder's houseware utensils and cookware were of the best quality ard were sold at a fair
price. In fact, there seemed to be more of a demand for some of his products than Mr. Grinder
could keep on hand. B

Mr. Grinder was still hoping that Bus would one day be able to take over his pcssnmﬁ and

shoulder the responsibility for the _GGﬂtlﬂLJELJ success and growth of the stores. Mr. Grinder and his.
wife were now beginning to appreciate, more and more, the times when they could get away from .

" the company for three or four days at a time to enjoy themsetves. Mr. Grinder, in light of the way

e

Bus seemed ta be going, would call his:son-in-law into his office and communicate these personal
wishes to him, hoping that Bus would become a more responsible business person. Mr. Grinder
noticed that Bus would seem to shape up for a while but then stack off again.

Mr. Grinder thought that perhaps he had misjudged Bus' natural talents and that he had forced
Bus into an area'of the business that he did not like very mucn. Therefore, Mr. Grinder put Bus in
direct .control of the Samesville store as manager. This would involve less traveling for Bus and
perhaps Bus would learn to consider the store his “baby,” just as Mr. Grinder felt toward the total

‘ business that he had started from scratch.

But it seemed that-Bus ded not change very much. In some areas he seemed to get worse. He
tended to keep a tight cantrcl on everything that went on in the slore, even the trividl matters. MHe
saldorn went out into the store itself, but preferred to stay in his office at the.back of the store. The
ermployees began to become disgruntled and angry with his policies toward them. They began
to feel that he did not care about them and their working conditions. He often ignored their
requests for time off for special needs, and when they questioned him abaut st he merely told them
that there were other places in town where they could work.

A year later Bus was having very serious problerﬂs with the store. It came to Mr. Grinder’s
attention when a man who had starting working at the original store twenty years ago quit with ro
reasons stated. Mr. Grinder knew this man personally and knew that he was a hard worker and was

Bunpw-usisioa

very loyal to the business. Mr. Grinder knew that the. siluation. was now.-critical..He asked.. ..

himself .. . 'What is Bus’ problem?”’ “What could he have done to t.rimg out Bus' potential?”
Shauld he finally admit that ke must gwe up his dream of a son-n-aw taking over tha family

busmess’?

~1



=3

Suggeeted Gueetion% for Discussion:
1. Why do you thmk EI;S wanted te join tha business? *

E Bus is bemg ereeepte:! with an ideal oppartunity to become an entrepreneur In your opinion,
does Bus possess the personality characteristics of a successful emrepreneur"f‘ Compare

Bus’ personality W|th Mr. Grinder's.
3. What effect is Blje having on the business?

4. Do you think Bys can become a surcessiul small businessman? Why or why not?

5. What euggeeti,ene do you have for Mr. Grinder? Be specific,

e
‘F-« )
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7.

4,

Reasons why entrepreneurs tend (o gc info
business for themselves,

The personal characteristics of a successiul entre-
preneur.

The problems of a "family” business. -

The efiects of poor managzment on a business.

Possible Sciution:

i

Bus probably joined the business because it was
an oppordnity which he ‘could not pass up. It ap-
pears that neither Bus nor Adr. Grinder gave the
situation very rmuch thought. '

Bus lacks most of the personality characterislics
that successful entreprencurs usually possess,
For example, leadership, organizing abllity, drive’
and enthusiasm, human rélations abilty, and a will-
ingness to work-long howrs. Since Mr. Grinder has

" been successful in building the business to its pre-

sent status, he more’than likely possesses most of
the personality characteristics of a successful en-
trepreneur.

Bus Is having a detrimental offect on the business.

 The buying of merchandise for each store is
- probably suffering since Bus has direct responsi-

- & plan for Bus’ pérsonal and

2

T

bilty for this duty. However, the most serious ef-
fect is probably on the morale of employees in the
business, oo :

Bus can become a successful small businessman
only if he works very hard al changing some of his
personality characteristics. It might be too late for
Bus, even if he is willing to change.

Mr. - Grindor *might be better off to- look for
someone else to take over the business, perhaps
his daughter or a present employee. If he decides k
to stay with Bus, he mast céeriainly should develop
Qj{anagélﬁ erit develop-
meri, Bus must be aware of his development plan

and agree to follow it corrpletely. The first step

would probably be to assign Bus dulles and re-
spongibilties which are not manageriaé, in order for
him to learn the business from the bottern up.

the nature of small business
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STEP 1

STEP 2
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Worksheet for Decision-making
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Statement of Problem:

__PEVEImegni of Alternative Solutions: +

- Disadvariages

- - -
Alternative #1 /
|
I —— . I
Alternative 472
| !
Altemative #3 f ‘
. E—— — —;,————— = s S—
Altemative £4 |
The Best Alternative Solution Is:
Ways of Implementing the Solution:

Ways of Evaluating the Solution:




__Foodland

Hardware |

[ Clothing




Q

ERIC

Aruitoxt provided by Eic:

1ining ' prod uci
"

-and marke

[}

a2

The business most likely to succeed is one which is
‘hased-on a product or service that customers will pay
for in sufficient volume to generale a profit. In order for
a business to be successful and profitable, there must
he an adequate market for its products or services.

Many small business failures can be traced tothis

prablem of determining a product and market. The en-
thysiasm of the prospective. entrepreneur can often
cause him or her to overlook this most basic business
premise. The basic purpose of a business is to satisfy
customer needs and wants. Supplying goods and serv-
iceés which might sell is insufficient for success in busi-
ness. Before entering into a business operation it is,

therefore, essential to detérmine whether a market

exists for specific products or services.
It is the purpose of this unit to discuss the elements

of a market and identify some of the characteristics
that should be known about the customers within a

market. The student must realize that without a market,
a business cannot possibly succeed.

93

Unit Dbiectives-

° TD pfcmde a defmmt:n fc.vr tﬁé ierm mark Et-‘_

., Tr:! pmwde studems w:th the appﬁrrunli‘y ti: défEF

mine poterilial business pr@duc_;f_tg, and magj_kets.

Student Objectives

o Given a specific business,
to explain those producls and serwees that the busi-
ness should be selling.

e Given the definition for a market, he student will be

able to: :

a) explain why a market daes noi inelude everyone
within a geographic area.

b)identify the market for a padicular product or
sarvice, .

c) explain the effects of compatition on the market

d) list and explain at least five characteristics busi-
ness owners and managers should know about
their potential customers.

datermining profust and market 1 ?

£ 0

the student will be able -
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successiul

| . What Is My Business?-
LA

In order to determine a market one must first de-
termine a product. Many people fail beGause they
attempt to do.too many things with their busi-

nesses. As a result they do not give adequate

attentiorn to all of the activilies necessary to be
Many businesses. fail beGause the
scope of the business is too broad.

e The instructor should tell the class that they are lo
help list possible activities for a marina busingss. The
list can be developed on the chalkboard. (Passible ac-
tivities to be Jisted would include: boat $ales, boat

‘service, boat storage, parts sales, gasolite and oil

sales, restaurant, tour guide service, gift shop, camp-
ground, etc.) After about five minutes an ‘extansive list
will have been developed. It should become apparent
lo the students that the business owner cannot -pos-
sibly give adeguate attention to all the passihle faccts.
of the marina business listed on the chalkboard, The
list should then be reduced to the basit activities
necessary to operate the marina business. il should be

pointed out that the same situation is trug for almost

any business.

~ & Have sludenls develop a list of the produtfs or serv-
ices their paricular businesses will offer. Thg Students
stould explain why each product or servicé I§ neces-
sary to the success of the business. Havg the stu-
"~ dents-answer such questions as: What do you buy?
Whnat do you sell? Which of your produchs ar serv-
ices yields the greatest profits? What. products do
your custorners ask for- that you den't have in

) stack‘?

C

Il Wh_at Is a Ma’f'kei?

o

A. Ever}} business sells’ some. type of moduct or

service to people. These DEDDIE or patentnal

“customers can be described as:

1. Pe@ple who need or want ‘the product or
service’ :

2. People who are able to buy the product or
service

3. People who are willing to buy the product or .

service

¥

. The market for a business is not camprisad of all

the people within a geographic area, bt only
those who npeed a product or service and are will-
ing and ahle to buy it.

. The competition must be considered. il compe-

titors are serving the same market, ong¢ must de-
cide if the market is farge enough tQ support

18 determining product and market

24

one's businass as well as the competitors’. One
should also determine how one’s product or serv-
iceis d;ﬂez‘ent from the competitors’.

. What $Should Be }Cnmavn about

A

Potential Customers?

Know the customers. The market can be seg-

" mented or divided into groups by considering

'D.

such charagteristics as:

1. Age

2. Sex

3. Marital and family status

4. Employment I
‘5. Income _— '
. Trends in any of these characteristics -

Know what the custormer wants. By segmenting

the markat into groups, it i easier for business. - .

owners to determine what products or Sewnces
each group wants or needs.

Know whate the customer buys. Business
owners neead to find out where the customers in
their market are buy‘ing now, and determine what
factors will cause tﬁéﬁ"l to buy from - theur bus:—
nesses.

Know when the customer buys. By knowing
when customers buy (daily, weekly, modnthly,
yearly, seagsonally), business owners will be able
to determine such things as possible hours of
operation, when to advertise, and quantity to have
on hand at specmc: timas..

. Know how tha customer buys.- Knowing how the

customer pays for products and services can
help the owner determine a credil policy as well
as a pricing p@iic:y f@fthé— business.

) Where Gan Information

Concerning Customer Behavmr
Be Found? '

Trade assacigtians (publications)

. Chamber of Commerce -

Government Agencies (1.5. Department of Com-
merce, Bureau of Census)

Business Periodicals such as Business Week,
The Wall Straet Jourral, and Advertising Age
Individual research. Get out into the community.
Look around and ask questions.
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The two following asttwt:es are concernad with market
analys:s -

Actlvity #1

1. Have the students make a market analysis of the

‘focal community by segmenting the poteatial cus-
tomers into groups.
2:: Have the S!ué’ents match pmducts and services i@r
thase groups. o . \\
Dﬁse products and services have been matched
with market groups, decide whether or not ex:stmg
businesses in the local communily are adequately
meeting those customer needs and wants. !

wm;

\,

4. The results of the activity can be written on the
- chalkboard and discussed by the entire class. The '
activity can also be accomplished by dividing the -
class into groups, and hawng each group wark |

mdepéndemly
Activity #2 ‘ ‘
n
1:- Divide the class-into gri‘?:ssg G'_ our or five mem-
bérs . T

2. Each group rﬁ‘usg determine the needs and wants
of the class as a market and determine what busi-
ness would be successful in meeting the needs of

_the class! In effect, each group makes @ market
analysis of the enptire class to determine what
busrnésseaw3uld be successful. For example, one

group might “determine that a business selling .

school supplies would be successful. The easiest
way to accomplish the market analys:s rmght be. to
develop a auest:snnslre

i

Lo

Suggested time allotment:

15 minutes to develop quastionnaire

15 minutes to distribute A

15 minutes to evaluate questionnaire and decide
on business ,

Remaining time for reporting to the class

25
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_He steaméd the buns until-they were soft and warm; then spooned on chopped onions and pickle
relish’ and slopped mustard onto the hot dog. Fuhally he crowned the whole sandwich with deli-

"business. \

Red Hots

John Robertson had a good business going. His place, Johnnie's Red Hots, was just a little
way from an industrial park, and was also located on a busy north-south street. Johnnie's was a
shack, not mucﬁ biggar than ‘a garage, and was not very attractive, inside or out. But Johnnie's was
kept clean by Mf‘ Robertson, since he was deallng with food. People came rnc:stly for his hot dogs.

ﬁvumeuj'-umg‘sw_mau

cious, lightly salted french fries. He would then wrap the meal in what looked like tissue paper, only
putting the hot dog in a brown paper bag if the customer said He or she was taking it out instead of
eating it in a parked car. Johnnie's also handled several Stzft drinks and hot tamales. Of all his menu,
the tamales were the least successful '

On the whole, Johnriie’s did a good business. The main.rushes were from 12 p.m. {01 pm
and again from 8 p.m. to 9 p.m, These rushes mainly consiéted of various factory ernplgyées t::ut on
their lunch times — one was the daytime shift and the other was the late shift that worked until 12
am. People thought. that. thirty:: ceﬂts fc:r»_ “hot dog was not very much at all to pay, considering all
they got for it, and that. if E ast way to be serwced to eat, and to still have some free time be-
fore having to return to the

‘Around 1971, about 15 years after Johnnie's first opened, Mr Figbértsmn had a chaﬁce to buy

-some property and build a more modern’ place in whigh to da business. Mr. Robertson had always

S

felt a little ashamed of the looks of His pl:ace and now he had a chance to do something about that, .
feehng He bcught the land and decided te include in his new place an area for people to sit down™*
and eat. He also decided to add a couple of items to the mequ. He felt that a fancier place should
have a fancnerrﬂénu Mr. Robertson knew that it would take‘\most of the profits he had saved all
these ?ears to begm the new operation, but he decided to take the risk. One of the most costly o
items for the new bulldlng was the huge pizza oven he was hav\ng installed. The completion of the ‘
new building and the outfitting-of it would take about two manths Mr. Robertson immediately put
up large printed signs in the old plar:e to:let people know where the new place was tt:! be sﬁd when
service would b&gin. - \ -

After about a month at the new p!aae, Mr. Robertson knew samethmg was wroﬁg He was no
longer having the volume of customers he used to have at the old place, especially at the rush
times. He was worried that he might have over- -extended himself by hiring a wantress to serve the,
hot dogs and the new line of pizza in the sit down area of the restaurant. He de;:ded to keep his -
business open until midnight on weekdays and until two in the morning on_weekends to t'r'y to make
up for lost customers. He also decided to advertise in the local newspapers and on a local tele-
vision statléﬁ He had never done this before, but-now he felt it was necessary ln Grder te help his

W

Mr Habeﬂsmn fcumd c;ui fmm sc:rne |E!l‘lg tII’nE Qustamers why the flc:zw cf custamers was re

new bulldmg that although not very dlstani frorn has cﬂd place was on the @ther sude of some ranl
road tracks from most of the factories. It seemed that the'lunch rush times were exactly the timas

- when the railroad did a lot of switching and coupling of cars to set up those trams that were hauling

loads to other cities. The factcnj workers found themselves getting stuck at the crossings. This cut
down oh their frae time that they were used to having for themselves. So, even though the hot
dogs were good, most of them decided to patronize a little Italian beef stand closer 10 their
factories and on the same side of the tracks. Also, some workers felt awkward walking into the new
Johnnie’s in their work clothes. They felt that they had to clean up to go there ‘That was alright
sometimes, but inconvenient to do every day. of the work week. .

After about three mc&nths Johnnie's was still in the red, although some r:ustc:orﬁers had been
picked up by keeping the placs open [ater at night. But it seemed that it bdrely made up for the
salary that he had.to pay his waitress. Mr. Robertson raised his hot dogs to; thwty -five cents in order ]
to make up a little for the lack of business. He also decided to bring in some nightly entertainment, C
such as local rock groups.and folk singers, to try to draw the sustamersi”He spent a lot of money

i
H
i



advertising these appearances each week. He was also considering aoplying for a liquor license.
He thought that beer added to the menu would pick up the demand for the new I|ne of pizza, and
that people would begin to make more use of his sit down section.

He was bequnnmg to daydrearﬁ now of thé uncomphcated tmes wherl he was st thé old Iaca

h|m_ HE‘ thought that lt would ba nice |f he coukj h|re a maﬁager at Ieast part tlme fcr hl"—‘ r:)l?:l(:é but
he didn't see how he could afford to do that now. He thought that perhaps in six months he could,
when business picked up due to the new attractions he was offering.

Suggested Questions for Discussion:

1. What business is Johnnie really in now? Is it the same business he Gperatéd successfully for
years prior to the move?

2. What market is Johnnie atiempting to serve currently*? Is it the same market his business served
prior to the move?

3. Did Johnnie really know enough about his market and business to rﬁaké the move?

——————————— (cover copy below when xeroxing case) S o e e

Points To Be Highlighted by the Case: Possible Solution:

1. In order to be successful the owner/manager must 1. Prior to the move, Johnnie was operating’a suc-
determine what busingss he or she is really in, and cessful, but simple, hot dog stand. He is currently
not attempt to do too many things. attempting to operate a restaurant. in fact, Johnnie

. o seems to be entering into the entertainment busi-
2. A business mqst be ;ware of irsrparmculgr market ness as well as the restaurant business.
and be able to meet those people’s needs and ¢
wants. Prior to the move, Johnnie's market was primarily
limited to the factory workers who were on their
lunch break. As a result of the move, Johnnie has
lost this market and is attempting to identify a new
market. The nightly entertainment, consisting of
rock music groups might serve a young market,

]

3. Apparently Johnnie had given liitle thought fo the
market he was serving. If he had known why his
Lustomers were buying his particular product, he

" probably would not have made the move to the new
location.

4. There are severa/ suggesﬁsﬁs whif:h f:;‘tjuld be
busmess and move bat:k ro rhe old Im:atlc:n Ana-
ther suggestion might be to take his product to the
factory workers. For example, he could sell hot

..dogs lo the workers at the factory from a truck or
van. Another suggestion would be to identify a new
market and serve their needs and wants with the -
new business. '

determining product and market 2 1
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Selecting the business location is one of several fac-
tors which is vitally important to the success or failure
of a small business. The location is one of the primary
initial concerns of the small business owner/manager.

It is essential that the enterprise begin opération at a
location which offers the probability for success. In
many instances, the small business owner/manager
looks no further than the nearest vacancy sign.for the
location of the business. To increase the chances that
the business will be successful, it is Imperative that
considerable thought and research be given to the
problem of selecting a location. Sound managerial
decisions in the area of business location are ex-
tremely important. Students need the required informa-
tion and necessary skills to make sound management
decisions regarding the selection of a location for the
business. It should be emphasized that although a
good location may allow, a mediocre business ta sur-
vive, a bad location may spell doom for even the best
planned business. :

Although this unit deals with the initial selection of a
business location, the students should be aware that

analysis of the location should be a continuous

tors as changing populations, changing customer
buying habits. new methads of transportation. and the

~ direction of community growth can adversely affect the

suitability of the business location.

There are 1wo basic aspects of selecting a location
for a business: (1) deciding on the particular com-
munity, and {2) selecting a particular site within that
community. The content and suggested activities
within this unit are designed to help the instructor
prepare the students to make vital decisions concern-
ing the location of a business in a manner which will

start the business on the way to a successful and
profitable future.

29

Unit Objectives

& To present major points to be considered when

ness.

o To provide guidzlines for selecting a specific site
for the small business.

Student Objectives

o Given various methods by which small business
owners and managers commonly select thefr locations,
the student will be able to explain why or why not
these methods are snund.

e Given various factors fo be considered when de-
ciding on a particular community for a businass loca-
tion, the student will be able to list and explain at leas!
three reasons for deciding on a particular community
for a particular business.

e Given various guidelines for making a market analy-
sis, the student will be able to analyze the location by
identifying three economic characteristics of the com-
munity and at least four demographic characteristics of
the potential customers,

e Given the information necessary to analyze the

markel compelition, the student will be able to make a-——

list of at least five ways lo determine the strength of

his or her competitors.

®» Given guidelines for selecting a particular site within

the community,-the student will be able to list and ex-

plain at lsast eight factors 1o be considered when se-

lecting a particular site. ; -

~ selecting the location, 23
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I. Why Is the Location Important?

most businesses. The Small Business Administra-
tion indicates that only 3% of business failures
are directly attributed to a poor location. But, a
poor location can be the primary reason for the
failure of an otherwise excellent business.

e Have students either respond verbally (in a ¢lass dis-
cussion) or write @ short paper either defending or re-
jecting the following statement: Location is not impor-
tant because people will go out of their way for a
good service or product that they really want,

Il. How Should the Location Be
Selected?

A. Many small Business owners and managers select
their location by uzing one of the following
methods:

1. Notice vagancy sign
2. Information from friends, relatives, etc.
3. Advertisement
B. Before using any of the above methods for se-

must be aware of the nature of the business, de-
terming the product or service to be offered, and
identify the market to be served by the business.
Once this process is completed, almost any me-
thod for selecting the actual site will suffice.

Ill. What Factors Should Be =
Considered when Deciding on
the Particular Community?

A. The decision to locate in a town, city, of sub-
urban area
: 1.

' 2. Personal preferences of the owner/manager

The nature Qf.,tﬁe business

3. Transportation and access to the business by
the owner/manager and the potential” custo-
mers ‘ :

4, Quality of competitors' products

5. Services performed by competitors

B. Information regarding the economic conditions of
the area, the demographic <haracteristics of the

24 selecting the location
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market ?apulaﬁoni and the strength of the poten-
tial competition can be obtained from the follcw-
ing sources:

1. The local chamber of commerce can offer first-

ditions and trends. .

2. The Bureau of the Census compiles data re-
garding the demographic characteristics of the
market ponulation. This data is available at
most public libraries.:

* sus of Business which contains information on
the wholesale, retall, and service trades. By
pursuing business census figures the markeat
and competition can be analyzed. This publica-
tion is also available at most public libraries.

4. The Department of Commerce issues statistics
on growth and expansion trends for various
communities and geagraphical areas in the
United States.

& Have students divide into groups. Have each group
select a business within the local community and de-
velop a list of characteristics of the types of customers
who patronize the business. Compare and discuss
each group's list. Having selected a particular type of
business, each student group will analyze the competi-
tion it faces. The analysis should include number of
competitors, their size and financial strength, whether,

the market can sﬁppart ancther similar business,
quality of products and services offered, and what
extra services are offered.

IV. What Factors Should Be
Considered when Selecting a
Particular Site within the
Community?

A. Buying or leasing the site
1. Advantagas of leasing the site include:

a. The initial capital required to establish the

“ businessis greatly reduced.- -

b. Available capital can be used for operation
of the business.

¢. Major maintenance costs may. be paid by the
landlord. (The owner/manager should be
aware of any hidden costs in a lease such as
damage repair, maintenance, etc.)
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d. The owner/manager can elect not 10 renew
the lease, snabling he or she to leave the
location without sustaining a loss. (For ex-
ample, if the neighborhood depreciates
rapidly )

. Advantages of owning the site include:

a. Appreciation of the building (if there is any)
belongs to the owner.

b. Any desired changes or alteration of the

puilding can be made.

There is no danger of not being able to re-

new the lease. ‘

T

B. Trafiic

1

3

1. Pedestrian

2. Auto

. Flow — where is the traffic going and does it
ever stop

" C. Accessibiiity for potential customers

1
2

. Parking
. Roads, streets, public transportation

D. Location of competitors and other businesses

9

- Locating too tar from the competition can be a
Drabler__’ri It does not allow for comparison shop-
ping by potential customers. For example, peo-

ple tend to shop for used cars at a “used car .

row."”
.In many cases it is desirable to locate near
complimentary businesses in order to draw

potential customers. An example would be a -

drug store locating next to a supermarket.

E. The |ayout of the business must be suitable for
the product and operation

1. Flogr strength and appearance

W e R T

W o~ O

. Cejling height and appearance /o

. Floor spa§e§Segling and non-sefling Y

. Expansion possibilities

. Visibility to potential customers

. Accessibility for deliveries

. Image reflected by building ;

. Any facilities that are necessary for,a particular
bugingss :

F. Taxes, local ordinances, and zoning laws must
be considered

ERIC

Aruitoxt provided by Eic:

& Have students who have selected similar types of
businesses develop a compreherisive list of physical
characteristics of a site which are essential to the
operation of that particular -iype of business. Have
them develop an additional list of characteristics which
would be desirable, but are not essential. Discussion of
the lists might focus on costs involved in oblaining a
site with those characteristics and the expected gain
or return for each characteristic.

s Have students select an established business within
the community and analyze its localion with regard to
the information presented in class.

& Require each student to select a location for estab-
lishment of a business within a local area. The student
must demonstrate in written form that a sound man-
agement decision based on research has been made,
and defend the location in class. '

3 1 sele;;ﬁng_thé location 25
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Quality Men’s Wear

Jack Smith has just received notice: that the Luilding his store occupies will be lorn down i
three months, and he must move by thaf time. Mr. Smith cwns a clothing store which handles
quality merchandise. The store is located on the busiest street in the downtown area of a town of
12,000 people. His business grosses $200,000. a year, which nets him a fairly large profit.

He currently ‘operates with two employees and his wife, who does the office and paper work
fof the store. His store is presentiy located on the same street as a bank, a savings and loan, and a

department store, all of which create foot traffic past his store. Parking is somewhat of a problem at

his present location. There is limited parking for the bank and department store, and the bulk of the
remaining parking is diagonal street parking wiih parkmg meters.

The store itself has large outside windows which allow for more than adequate display area for
windaw ghoppers The selling area is sppr@ximate]y "f’Q feet wide by BO feef Ir:mg with 12 féDt Céi]

large d|5play case at the entfancn; to the stare whu:::h fDrces the custamers to go ta the rnght
where shirts and ties are located or to the left where shoes are dlSpIayed The pants, sweaters,
suits, and spc)rt cdats are at the rear and sides of the slore.

The year's heating and air conditioning casts for the store are approximately $375. per month
for oil heat and $250. per month for electric and air conditioning. The 12 foot ceilings have contri-
buted to the inflated expenses for heating and cooling the store.

Mr. Smith has three months to select a site and develop the site into a usable and attrac:twa
store. There are four acceptable sites available to Mr. Smith. Three of the sites are located in town
and one is 1vailable in a new shopoing mal! on the outskirts of a neighboring town approximately a
mile south of the interstate highway. Two of the sites in town are for sale, but the mall site and one
of the downtown sites are available on a lease Jnly arrangement.

Site "A" is located one block east from Mr. Smith’s present location on the corner of the inter-

- section of the major east and west straet and the main north and south road through town. This site

has approximately the same square foptage as his current store. The site is available on a lease
only arrangement at three dollars per square foot per year. Parking availability is about the same as
the current site, but foot traffic is less. The other three corners contain a car sales room, a vacant
building, and the state unemployment office. The store has been recently remodeled.

.Site "B" is located on a corner a block west of Mr. Smith's current store. The building is for
sdle. A small parking lot at the rear of the building is included in the sale price. The purchase price
is $50,000. Foot traffic is less than at his current site, but greater than at site "A”. The aother three
corners include a movie theatre, a tire stare, and an office building with meeting and remial halls.
The interior of the building is in disrepair, and would require $10,000. to remodel. Also, this site has
abaut SD% cjf thf—’- tc::fal Square footaga af his current IDcation
$35iODDE F’arklng here is more thaﬂ adeguate with an off street r)arklrig lot avaulable across ,he
street. The store is one block away from the main downtown shopping area in a lower rental dis-
trict. The foot traffic is far below the traffic at sites “A” and “B". The store at site “C" is in need of
remodeling, and estimated costs reach $15,000. In addition to the parking lot across the street.

there is vacant pmperty on OFIE! corner, and a dISCDUﬁt apphance Store on the rema mng corner,

Site "D" is loeated in the shoppmg mall. ThlS site is ﬂDt for sa!e‘ bul Ia,ases for six to fifteen
dollars per square foot per year. Parking here is more than adequate. All of the current shops in the
mall carry middle to high quality merchandise. The foot traffic is greatest at the higher rental areas.
Egch site in the mall rnust devei@p its own interiar’ The écst of th’is devnlomment woﬂld be éppréxi-
‘A" ‘E" or "C) but less than the trafflc at Mr Smlth's gurrent sute Mr Smlth can have hrs chou:e
of square footage at the mall.

Mr. Smith needs to make a decision on the move quickly since he has only three months to
complete the move.

?6 selecting the location
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Suggested Questions for Discussion:

1. Whigh site do you think Mr. Smith should select? Give reasons for your gh;m;a including advan-
lages and d;gadvaﬁtages of all the sites, to defend your selection.

Points To Be Highlighted by the Case:

1.

ERIC

Aruitoxt provided by Eic:

The business location should be considered care-
fully. Consideration should be given to the market
served, cost of the location, traffic patterns, acces-
sibility, location of competitors, surroundings, and
the physical advantages ano disadvantages of the
building.

m
(]

— (cover copy below when xeroxing case) ———— e

Fossible Solution:

1.

“h. ) Amount of traffic at each site

This case offers an excellent opportunity for the
students to use the “worksheet . for decision-
making" which can be found at the end of unit ane.
It is recommended that the students list advantages
and disadvantages for each of the four sites before
making a decision.

There is n0 one “right” answer to this case. Any
selection should be based on decisions made re-
garding the following major considerations: -

a.) Advantages and disadvantages of  owning or
leasing the site. ~ , - :

b.) Cost of owning or leasing each site.

¢.) Status of the neighborhood, including sur-
rounding businesses for each site) -

d.) Parking facilities at each site. /

e.) Accessibility for potential cust mers/f::ir each -
site. i 7:

f.) Physical Iaycjut of each srté in
ance and space,

0.) Expansion possibilities at each s

ding appear-

\_ salecting the location 2 7
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Many prospective small business owners and mana- -,

gers have promising business ideas and plans. How-
ever, they may discover that the capital necessary to
initiate their plans is not readily available. As a resutt,
many prospective small enterprises never become
operational. :

The instructor of small business ownership and man-
agement should make the students aware of the types
of funds which are available to the prospective busi-
ness owner. It should be emphasized that sound pre-
paration and planning will incréase the probability gf
successfully obtairiing the needed capital.

The days of opening a business with five dollars in
the cash drawer and a sincere desire to succeed are
gone forever. In addition to a sincere desire to suc-
cead and a wilingness to work, the economics of
today's business world require sound arid thorough
capital planning by the prospective entrepreneur. The
small business owner wil almast certainly have to
invest a sizable amount of personal money in the busi-

ness. However, much of the capital needed to begin

operation of a business can be obtained through credit
or debt financing.

This unit will identify potential sources for Dbtslmng
initial capital, and will offer suggestions regarding the
necessary preparations for obtaining debt or credit fi-
nancing. ‘

%)

Unit Objectives

& To explain the difference between equity and credit
or debt financing of a business.

e To provide students with information regarding
sources and procedures for financing a business.

- Student Objectives

o Givena par’ticulsr’ t:usiness, the student will be able
to:

a. '‘Explain _why the busmegs cwner/manaqsr will
more than likely need to invest personal funds in
the business.

b. Explain the difference between equily and credit
or debt financing.

c. ‘List four possible sources for Dbta:rung equity
capital.

d. List four passible sources for abtaining credit or
debt financing. ‘

e. List and explain the four C's of credi.
Prepare a presantation to be made to a banker for
the purpose of obtaining a small business loan.
"This presentation will include personal back-
graund information, a description of the business,
and a projected sales farécsast and expense sum-
mary.

3T
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~ I Can Al of the Needed Capital Be

Borrowed?

A. Almost any lending institution will require that the
entrepreneur put up a substantial amount of the
money needed to initiate the business. In many
cases the borrower will have to match the amount
of money he or she is attempting to borrow. This

. depends to a great extent on the market and eco-

nomic conditions. Very few reputable institutions

or individuals will be willing to risk their money un

a venture if they see that the owner has none cﬂ
his or her own money invested in tha firm.

B. The maﬂey that the owner puts into the business
is called equity capital. It is the owner's invest-
ment in the business. Borrowing needed capital is
called credit or debt financing.

C. The lender must be able to sense a personal -

commitment and invelvement by the business
owner. This perscna'iﬁt:ommitmént includes time,
energy, and. money that the owner is willing to
contribute to the business.

e Have the students relate their own experiences re-
garding the use of a co-signer to obtain a small Joan;
as, for example, when they obtained their first autc:
mobile loan.

e Ask the students to list whal they would require of a
borrower before they would lend money for a business
venture. This list can be written on the chalkboard and
discussed by the class. Additions to the list can be
made as the class discussion progresses.

Il. Where Can Equnty Capltal Be
Obtained?

A. Personal savings
B. Friends and relatives
c

. Partners. It is possible for the owner to form a

- partnership with one or more individuals in order
to obtain enough equity capital to initiate the_ busi-
ness.

D. Incorporate. It is possible to incorporate the busi-
ness and sell stock in order to raise equity capital,

e Have the students react to the idea of borrowing
money from friends and relatives. Although it is a
source of equity capital, the borrower should be aware
of possible problems, and fegard the loan as any other
business transaction.

AN

Ill. Where Can Credit or Debt

Financing Be Obtained?

A. Banks
B. Finance companies
C. Governmeiit agencies

1. The Small Business Administration. The SBA
may guarantee a loan made by a bank to a
small business owrier/manager -Before any
guarante - is made, the SBA requires that the
loan application be turned down by two or three
banks. Proper forms must be filed and the pro-

' cessing time can be several months. Further in-
formation can be obtained by contacting the
nearest SBA field office.

2. Small Business Investment Cmmpanles SBICs
are licensed by the Small Business Administra-
tion but are privately organized and managed
firms. Although SBICs usually prefer to buy
stock in'a company, long-term credit financing
is available. Further information regarding
SBICs can be obtained.by writing the National
Association of Small Business Investment Com-
panies, 512 Washmgtan Building, Washington,
D.C.-20005.

D. Trade credit. Suppliers extending credit terms for
"equipment, inventory, etc. allows the business to
.begin generating sales before payment is due. '

IV..How Can the Chances of
Obtaining a Loan Be Increased?

A. The small business owner/manager cannot be
sure of obtaining a loan, but it is certain that if he
or she is prepared when going to a lending insti-
tution, the chances are much greater that the loan
will be obtained.

B. A banker or loan officer will take into considera-

tion the four C's of credit when evaluating an

applicant and considering the loan:

1. Charactar: The applicant's attitude toward cre-
dit will be examined, including his or her past
record of meeting obligations.

2. Capacity: The applicant's income will be ex-
amined to determine his or her abllity to pay
back the loan. :

w

. Capital: The apﬁﬁcant‘s personal worth will be
examined including savings and any other per-
sonal or real property. ‘

4. Conditions: The economic conditions of the

" -S)‘s
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community, state, and region will have an effect
on the availability of a foan,

C. The prospective business owner should demon-
-strate that he or she has a business strategy or
plan of action which will lead to success.

[

. The lender will want to be sure that the prospsc-
tive business owner has experience or
knowledge in the area of the proposed business.

‘E. Whether attempting to raise equity capital or ob-
tain credit financing, it is essential that a well re-
searched and realistic plan be presented.

o Invite a local banker who specializes In small busi-

“ness loans to make a presentation to the class regard-
ing how a potential borrower is evaluated, The stu-.
dents will find this extremely practical and valuable in-
formation. The local banker is one guest speaker that
should definitely be included in the course. The
banker's expertise will provide the realism that will add
greatly to classroom instruction.

tions from a local bank to be given to the studenis.
This will give the students an opportunity to determir.e
exactly what a lending institution is concerned with
when evaluating an applidant.

o Have students react verbaily to the importance of
the four C's of credit. The class_ discussion should em-
phasize the importance of the four C's of credit to the
success of a business. -

o Have students develop a lisi of flemns to be included
in a business plan that is to be submitted to a banker
for consideration when attempting to obtain a loan. Dis-
cussion may be followed by having the students rate
the importance of each of the items.

- V. What Should Be Included in the
Business Plan?

A. Personal background information Including ex-
perience in the field of the proposed business.

B. Business description including products or serv-
ices to be offered, and desired location.

C. Apalysis of trie market to be served.

D. Analysis &f the existing competition including the
estirnated market share. ‘

E. The strategy for success.

F. Projected financial statements including a sales
forecast and expense summary.

N

e,

obtalning initial capital 3 1



Park o

Projected Sales Forecast and Expense Summary

lan Feb Mar Apr May Jun

JubAug Sep Oct Nev Dec  Annual

Net Sales

~ Cost of Goods Sold
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Gross F‘rafﬁ

Salary Expense;
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Employees

cher Expenses:

- Supplies
Advertising :
Telephone
Delivery
Rent
Utiities
Insurance
Maintenance
Misc;ellaﬁeous
Taxes

Total Expenses

Net Profit K
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e Have groups of students develop business plans to
be presented to a banker for the purpose of obtaining
a loan. These business plans should be presented in

class. The other students or the instructor act as the

banker and evaluate each presentation. (Students
should be aware that the sales forecast and expense
summary is compiled on a cash basic only. The figures

- should be as realistic as possible. The Intent of the

sales forecast and expense summary Is to acquaint the
students with a financial statement. The Iinstructor
should emphasize that more accurate figures would
come as a result of research and would depend on the
particular type of business. More sophisticated finan-
cial statements will be introduced in unit eight, Finan-
cial Management.)

40
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~ The Loan Officer

e
- 7 L

Assume you are the loan officer at a local commercial bank. You were recently approached by
the following people requesting business loans. An interview was egndueted with each applicant.

. Interview #1 ' | | T

A group of three nicely dressed yeung men in their late twenties have asked you fer a loan of
$100,000 to finance a production operetlon involving electrical components. The men are very ar-
ticulate and have prepared a very thoreugh and well planned:presentation for you. It had been sent
to you a day .or two ahead of time for your inspection. As you begin to.discuss the proposition it
becomes clear that the three individuals are not planning to put up any of their own money to
finance the operetlon The business plan shows an increase in salary for each individual over what
they are earning at their eurrent jobs. There is also a rental car for each individual n‘rcluded |n the
budget

H

Intemew #2

: An overweight, middle- -aged man hee come to see you seeking a loan of $10,000 to establish

an office equipment and supply store. His appearance leaves quite a lot to be desired since his
shoes are unshined and his clothes wrinkled. As he sits down to discuss the proposition, he pulls
out a ennell pieee of note eeper en whieh the entire propoeitinn ie written He begine by telling you

explecne tnet bnth you end he W|II need to eet up a echedule fer repayment of the Inen eeeordrng to'

business profits. - , s

Interview #3 -

* A man in his late thirties enters your office with a proposal to establish a television and radio
repair shop. He begins by telling you that he has twenty years experience in the television and

radio repair buerneee He is currently the manager of the service department at a large electronics

. store across town. Dunng his presentation it becomes clear that the man has the technical know-

ledge and e€xperience necessary to run the business. He is asking for a loan of $30,000 to initiate
the business, but only has $6,000 of his own to invest.

A young man who is currently a school teacher has come to see you regarding a loan of
$25,000 to establish a French restaurant in town. He is willing to invest $25,000 of his own money
which he ‘has saved over the past several years. While he is making his presentation it becomes
clear that he knows very little about the restaurant business. In fact, when you asked him if he

N knew the reeipe for a. Frent:‘“\ dinner he hed no idee nf hnw'to mel-ce :t He eoneluded h|e preeente-

teurent ne would hlre peoele who did tn rneure tne success Df the buelneee,

4i
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Interview #5

Two women have ‘come to your office with a proposition to establish a recycling business for
drums containing chemical fertilizer. They are asking you for $50,00G to finance the business and
are able to invest $20,000 of their own money. The women explain to you during their preésentation
that virtually all fertilizer plants have to either haul these drums to a land fill of hire someone to haul
them away. They explain that it is too expensive to ship the empties back to the. supplier since the -
shipping costs exceed their value. The women further explain that they have taken samples of the

~ drums to a.chemist for analysis. The analysis revealed that the drums are made of-a high grade

steel which can be easily reduced to reusable steel. They have made arrangements. to obtain the
drums from the fertilizer plants at ne cost. Dollar figures for ebtemmg the necessary equipment are
also presented -

BN

Suggested Queeﬁeﬂe for Discussion:

1. To which applicants would you grant loans if you had to make the decisions? Fermulete and list
reasons for eeprevmg er dleepprevmg each particular loan. ”

:

— : ———— (cover copy below when xeroxing case) e

Points To Be Highlighted by the Case: Possible Solution:
1. A lending institution will evaluate an applicant for a Interview #1: Disapprove loan—no personal commit-
business foan with regard to: ment.
a. Personal commitment and involvement. . Interview #2: Approve leenépereenel commitment
b. A business strategy or plan of action. and experience.
c. Experience in the area ef the proposed busi- . Interview #3: Disapprove loan—not 6
ness. ® . personal money inyested; ask him to -
d. Financial planning to include how the loan will reiee more equity capilal.
be paid back. : Interview #4: Disapprove loan—no experience or -
e. Personial background information, including . knowledge of field.

character, capacity, and capital.

and business strategy.
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One of the first decisions the owner of a small
business must mal-:e is to determine the form of legal

organization of-the enterprise. However, this initial '

decision may not be final. Not only will the business
grow and alter its operation over time, tn,\nt financial and
_ tax situations may modify the advantages and disad-
- vantages of the various legal forms of organization.

The. vast majority of all the business firms in -the

United States are organized as one of three legal .

forms. They. are the sole proprietorship, the partner:
ship, and the corporation.

‘The business owner should have a basic knowledge
of the legal forms of organization available to the busi-
ness, ‘and should be aware of the relative advantages
and disadvantages of each form of organization. Com-
petent legal advice should be obtained when deciding
. which legal form to adopt.

. This unit will identify the advantages and disadvan-
tages of each of the three basic forms of legal organi-
zation with regard to six areas of concern to the small
business: (1) legal costs and procedures necessary
for starting the business, (2) ) liability of the owner(s), (3)
continuity of the business, (4) management of the busi-
_ ness, (5) acauiring additional capital, and (6) taxation.

Unit Objectives

. To provide information regarding the differences
between a sole proprietorship, a partnership, and a
carporation.

. & Topresent major points to be considered whén se-
“lecting the legal fi)rm of Qrgsmzat:an for a business:.

Studeﬁt Objectives

& Given adequate information, the student will be able

‘to explain the basic structural differences belween the

sole proprietorship, partnership, and corporation.

o Given adequate information concerning the sole
praﬂrlémrshlp, thé pafl‘nérshlp, and the corporat:@n

a. Explain the Iega/l costs and procedures nacessary
for starting a bbsiﬁess for each of the three basic
forms of légal organization.

b. Explain the differences in liability for the owner(s)
depending on the legal farm of organization
adopled. .

¢. Explain how the continuity of a business is depen-
dent on the legal form of organization adopted.

d. List and explain at least one s«:!véntaga and one

disadvantage regarding management for each of
. the three basic forms of legal organization.
. Explain why the legal form of organization Qf the
business could make a difference in obtaining
additional capital.

@

f. Explain how the legal form of organization will af-
fect the taxes which the businsss must pay.

e Given a pérfi@dlar business, the student will be able
to identify four reasons for selecting a pamcular form
of legal organization.
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l HQW Many Owners Are There in a
Sole Proprietorship, a Partnershlp
and a Carparatlon'? -

A The sole proprietorship has only one owner.

B. A partnership has two ormore co-owners.

.C. A cbrpai‘aticjﬁ‘is an association of, stockholders or
owners chartered by the state. The corporation
has the authority to transact business in the same
manner as one person.

e Have students identify businesses within the com-

" munity whicharé examples-of ‘a sole proprietorship,-a
- parinership,-and a8 corporation. The instructor should -

also be prepared to give examples.

Il. Are the Legal Costs and
Procedures for Starting All Three
Types of Organizations the Samei?

A. Sole ‘proprietorship. When starting a sole” pro-
prietorship the only requirements are to. deter-'
mine if a license is required for the particular busi-
ness, and if a state tax or license fee must be
paid. Because of the limited restrictions, the sole
Fragri,etcrship is the easiest to start, and the initial
.Costs are ysually low.

B. Partnership. The cost of organizing a partnership
is usually Jow. In addition to any necessary
licenses, it is recommended that a partnership
agreement, called the articles of partnership, be in
writing and prepared by a competent attorney.
The articles of partnership shouid contam al least
the following provisions:

. division of profit or loss _
2. compensation to each partner

1
2
3. distribution of agsets in the event of dissolution
4. duration of partnersh:p

5

- duties of each partner

C. Corporation. The corporation is more complica-
ted to form than the other two types of organiza-
.tions and is usually more costly. Legal procedures
of the state in which the corporation is being

formed must be followed strictly. The officials of -

the ecorporation must file a special document
called the “articles of incorporation” with the
state, pay initial tax and filing fees, and hold offi-
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cial meetings to deal with specific detaiis of
operation and organization.

. There are other less common forms of legal or-

ganization, such as the subchapter S corporation,
the business trust, the partnership association,
and the joint stock company, available to the
small business. Although most businesses are or-

- ganized as a sole proprietorship, partnership, or

-corporation, alf forms of legal organization should
be discussed with a competent attorney before

-1 any-.degjsiof regarding which form to select is, ... s

“made. The attorney will need to’ Kriow as muich

about the businass and its «:wner(s) as possible,

__including the personal financial position of the

owner(s), so that d sound re:ommendation can’ be s
made. :

=

e Divide the class into small groups for the pur- -
pose of preparing a partnership agreemeant. The stu-
dents in each group represent partners in a hypotheti-
cal business of their choice. Discussion of the various
items included in each agreement should follow. In
discussing each partnership ‘agreement, important
items which. should be included in most partnership
agreements might be written on the\i:halkbaard!

A

What Is the Liability caf the
Owner(s)?

Sole proprietorship: A single propriétor is per-.
sonally liable for all debts of the business. If
ﬁECESSEry this liability includes all of the propne-

tor’'s personal praperty and assets

@

. Partnership. Each member of a general partner- /
ship is fully liable for all debts owed by the /
business regardiess of their personal investment /

in the business and includes all personal property

and assets. Each partner is also responsible for

and liable for the acts of the. other partners with '
regard to business obligations. - -/

Limited partnership. Limited partners.are liable '
only for the amount of their investment, but they -/
may not take part in any management activities, A //
limited partnership must have at least one general /
partner. /

Corporation. The stockholders, or owners, of a
corporation are liable only for the amount of their
investment. While stockholders may- lose the
mgney they invest in the business, they cannot
be forced to pay corporation debts with additional
money from personal funds. /



"IV. How Does the Legal Organization
Affect Continuity of the Business?

A. Soie proprietorship. The business is terminated
by the death or incapacity of the ownaer.

E;,Paﬂharshipi The partnership is terminated by the

! death, incapacity, or withdrawal of any one of the
partners, unless the articles of partneérship state
that surviving partners can continue the business
after buying the deceased s mlerest from his or
sherestate, ©. . e leoeee

iﬂ?. Gafpcraﬂan, Corporations have a separate and
continuous life of their own, and do not dissolve if
a stackholder dies.or Sells the stock to another
‘person.

\

V. How Does the Legal Structure Af-
fect Management of the Business?

A. Sole proprietorship. In a sole proprietorship there
is only one boss. He or she may operate the busi-
ness in any way desired as fong as the law is not
broken. However, all management decisions are
made by one person which can be a decided dis-
advantage.

B. Partnership. In a general partnership each part-

ner typically has an equal role in management with -

the various duties divided among them. Their com-
bined abilities and knowledge may give the part-
nership an advantage over the sole proprietorship
regarding management, aithough the division of
management duties may lead to disagreemeénts. .}

C. Corporation. The corporation is usually in the best
position to obtain additional capital. In addition to
pledging corporate assets as collateral, a corpora-
tion may sell additional stock in the c:ampany to

'ralse funds. ‘1

VIL How Will the Legal Structure
Affect Taxes?

A. Sole proprietorship. Personal income tax must
be paid on the entiré business profit.

'B. Partnership. Personal income tax must bé paid

by all partners on their: individual share of the
business profit.

C. Corpdration. The corporation is taxed twice. The
first tax is on the amount of the business profit,
The owners are also taxed on any dividends they
may receive.

40

@ Invite a local atforney who Séesfalizes in business
Isw a’nd is curreﬁily béing ret’ained by smail busi-

mcluda any Iégél sonsidérations czf whlch the small
business owner should be aware, su«:h as local ordl-
nances and zoning jaws.

¢ The instructor may use the overhead projector to
illustrate the advantages and disadvantages of the sols
proprietorship, the partnership, and the corporation
listed on the following page. Copies of the following
page may be given to the students as a study guids;!

VIIl. What Is a Franchise?

A. A franchige is not an additional legal form, but a
form of distribution spanning all three forms.

B. A franchise business offers an individual the op-
portunity to begin a busifiess which has already
established a widely known product image. Com-
monly known franchises include: McDonalds,
Pizza Hut, etc. '

- C. The franchisee usuall; owns the business and as-
sumes -operating responsibilities which are
subject to certain specifications by the franchisor.

D. Advantages of franchising may include the
following:
1. Training and guidanf:e )

_ 3. Proven products and methods
4. Possible financial assistance

E. Disad. - tages of franchising include the follow-
ing: -
1. The franchise fees are often high A
2. A loss of independence through the franchise
agreement

F..Any franchise opportunity should be carefully in-
vestigated. One source avallable to the prospéc-
tive franchisee is Franchlse Company Data, which
can be obtained free from Sales' and Distri-
bution, U.5./Department of Commerce, Washing-
ton, D.C., 20230. This publication offers valuable
information: concerning various types of franchise
operations detailing what is expected of the fran-
chisee and what the franchise operation can
offer. Before entering into any franchise agree-
ment an attorney should be consulted.
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The Good Deal

- Mr. Stevens has owned and operated a service station at one of the best locations in town for
almost ten.years as a sole proprietor. The business has been very profitable and has allowed him
to save almost $30,000 over that time. Thanks to the insistence of his wife, he has also paid off
the mortgage on their home. ' -

Mr. Stevens has been looking for a way to expand the business in order to make more profit,
but, there is no available land adjacent to his business. He is somewhat apprehensive about
operating two service stations in two separate locations. He enjoys making independent decisions
and feels that his presence at the station has been the key to his business success. - , ‘

A business acquaintance, Mr. Simpson, approached Mr. Stevens this morning about-the possi-
bility. of forming a partnership. Mr. Simpson .owns and operates two fairly successful service

“stations on the other side of town. He has managed them for one year since his father retired and
_left the business. During the past year profits have been dwindling. Mr. Simpson believes this is a
-result o his poor management, since the two stations have been profitable for years under his
father's management. Together, Mrs. Simpson’s two stations are worth almost three times the value
o,f-Mij. Steven’s business. Mr. Simpson is aware of this but is willing to make the new partnership a
- fifty-fifty arrangemant. They would share all profits and each would own one half of the business.

Mr. Stevens has told Mr. Simpson that he would think it over, and is going home to discuss the
proposition with his wife. Although it sounded like a good business opportunity on the surface, Mr.
Stevens wants to be sure that he would not be making a mistake by accepting the offef. He knows

o Mr. Simpson is not a very good businessman but, still. he would like to take advantage of the offer.

Bupewuosioag

Suggested Questions for Discussion:
1 What;;,r:gnsideraﬁti@ns should Mr. Stevens evaluate in making the decision?
2. What should Mr. Stevens include in the articles of partnership?

a. Should Mr. Stevens e-cept Mr. Simpson’s offer? Make two separate lists. of reasons for ac-
cepting and for rejecting the offer. ‘ - :

— =~ (cover copy below when xeroxing case) — —— -

Points To Be Highlighted by the Case: Possible Solution:.
- 1. The unlimited liability of the owner(s) is a major = 1. Mr. Stevens should evaluate the liability he will
cahsideraition in the decision. . - incur by accepting the offer. He has a great deal to
’ lose if Mr. Simpson is not a suitable partner. The
management position of the expanded business
may be weakened.,

2. The management of the business is a major con-
sideration in this case. A general partnership should
strengthen the management of a business. ' .

A ) o o . 2. The articles of partnership should include a provi-

3 The_r;ﬁpartegnc’e of the articles of partnership should sion that Mr. Stevens make the management deci-
be emphasized. . sions. The following should also be included in the

2 articles of partnership: (1) divisions of profit or loss,

(2) compensations to each partner, (3) distribution
“of assets in the event of dissolution, (4) duration of
partnership, and (5) duties of each partner.

3. Mr. Stevens may want to accept Mr. Simpson as a
limited partner. Mr. Stevens would then -have com-
plete control of the management of the business
and solve his expansion problem
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The day-to-day duties of the ‘manager of a small

" . business usually include all aspects of the operation of

_*S’q” .

o

ERIC

Aruitoxt provided by Eic:

the business. The manager has little time for reflecting
on' the goals of the business. However, business
planning is essential to the long-run survival of a busi-

ness. Most small businesses operate in a highly com-,

petitive environment. Planning will reduce risk and in-

crease the probability for future success. Operating -.

the business on a day-to-day basis does not insure the
long-run growth and prosperity of a firm. The business
owner must be able to plan and to guide the operation
of the business toward long-range goals.

The need for a written plan of action is essential.
Without explicitly stated plans of -action, that- include
periodic plans for checking and evaluating the
business progress toward long-range goals, the busi-
ness will not likely succeed. In order to cope with
changing conditions that occur in the market, the
economy, or within the business;~.goals must be
flexible and able to be modified if necessary.

The content of this unit is divided into three major
categories: (1) planning long and short-range goals,
(2) organization to achieve goals, and (3) controlling
the progress of a business toward achieving goals.

I

Unit Objectives

e To provide information regarding the planning of
long-range and short-range goals for a business.

e TJo explain the procedures for organizing a
business to accomplish the business goals.

» To provide information regarding the controlling of
progress toward business goals.

Student Objectives
e Upon completion of this unit, the student will be
able to:

a. Explain why long and short-range planning Is es-
sential to the successful aperation of a business,

b. List at least five questions to be considered when
developing long-range goals for the business.

& Given a particular business ‘and the necessary in-
formation, the student will be able to:

a. Formulate long and shor-range goals which en-
able the business to cope with change and com-
petition. ' ]

b. Develop an organizational chart for the business.

¢c. Write job descriptions for each position neces-
sary to the operation of the business. /

d. Establish a control program to evaluate the pro-
gress of the business toward achleving the goals.
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© NEXT FISCAL QUARTER" on the chalkboard and may -

/

l. What Is Planning?

A. Planning/is the determination of a course of action

fora bjémess
. Plannirg involves the formulation of both long-
:range/aﬁd short-range goals. Management goals
shoujd be stated in specific, mea&%urable {erms
and should be reahstuc

fuin]

ifr"] L:Dﬂg range Qcals are to be accomplished one
g fear or more lnto the future.

2./Short-range goals are more operationally
oriented, and are to be accomplished in shorter
intervals of time (less than one year). Short-
range goals are determined by the long-range
goals. -

C Long-range and short-range goals can be stated
in terms of quotas, percentages, dollar sales, cost
reductions, deadlines, etc. )

! D. Long-range goals must state a desired outcome.

{ Short-range goals must not only state a desired

" outcome, but also state how the desired outcome
will be achieved.

. ® The instructor may write the long-range goals "“TO

INCREASE SALES" on the chalkboard and ask for stu-
dent reactions. The instructor may then write “TO IN-
CREASE SALES BY 25%" on the chalkboard and ask
for class reactions. The students should add to the
long-range goal until it states “TO INCREASE SALES
BY 25% WITHIN ONE YEAR". The long-range gaal is
now stated ip specific and measurable terms.

e The lnstrucmr'may wnte the short-range goal “TO
INCREASE SALES BY 10% BY THE END OF THE

ask for student reactions. The sludents should add to

the short-range goal until it states- samf:sthmg like “TO

INCREASE SALES BY 10% BY THE END OF THE
FISCAL QUARTER BY ADDING TWCJ SALESPEQFLE
TO THE SALES STAFF.” The shont-range goal is now
specific, measurable, and. based on the long-range
goal. It also states how the dés”’ed outcome will be
achieved, If two salespeople are added and sales in-
crease by al least 10%, then it is apparent that the
business Is progressing .on course to attain its fong-
range goal.

s Have each student write two iong-range goals and
two corresponding short-range goals. The instructor

“may then ask the students to read their long-range and

short-range goals to the rest of the class. The class
and the instructor should determine if the goals are
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_ gcal statés hc:w the desired outcome will be achieved.

Il. Why Is Plannmg Necessary?

A. Chaﬁge is inevitable. Ths rate of t:hsnge In thé ]
business world is accelerating. In-order for a busi-
ness to grow and prosper it must cope with this
change. ‘ »

B. Activities necessary for improvement and growth”
of a business are defined and put into operation.
C. Planning identifies all the resources that are avail-
able to the business and combines them for maxi-

mum utilization.

D. Standards are. set for each segment of the busi-
ness operation. )

E. Planning encourages a teamwork effort for deter-
mining uniform goals and cbje::twes and for
achievement of the goals.

lll. What Information Is Necessary for
Planning?
A. When formulating goals; the following questions
should be considered: .
1. Are the company’s products selling well?

2. Are some of the company’s pmﬂuets selling
better than others?

3. Do the sales justlfy axpansion of the busmess’?

4. In what direction is the market moving?

5. What is the competitive position of
* business in the market? '

the

B. Often, the answer to one question will lead to
other questions that must be answered. For ex-
ample, if products are not selling well, what can
be done to increase sales?

C. The key to planning is the formuiation of ques-
tions to be answered and. the subsequent man-
agement decisions based on_answers to the
questlaﬁs

e Have the class participate with the instructor in
making plans for a vacation to take place one year from
now. The aclual vacation is the long-range yoal, The
short-range goals based ‘on the long-range goal of.
laking a vacation will be developed by the class.
Where to go on the vacation, where. lo spend the



nights, scheduling problems, the c¢ost of the vacation,
etc. might be suggested areas for determining short-
range goals. The point to be made with this example is
fhal by using Explicit plans the probability af afzhieving

goal or plan the students have m deierm;ne answers

to a variety of specific questions.

.

IV How Can Employees Help
Accempllsh the Goals?

A A formal organizational structure should be estab-

lished to accomplish the plans or goals of the:
business. An organization "chart should be de-

veloped which dgpiets the necessary oositions
for operation of the business.

B. Although the owner/manager is responsible for
supervising and evaluating the overall perfor-
mance of the business, he or she should delegate
SOITIE of the responsibility for-the various tasks tc
be perfcnrrned to.employees.

C.The emplayee must clearly understand the tasks
to be performed. To make sure the employee
clearly understands his or her duties, a detailed
job description should be written for each position
in theﬁ;}busxness The job description should in-
clude an é&baunt of all duties to be performed by
the ‘'employee and an explanation of how those
duties are to be performed. A copy of the job
description can be given to the employee when
he or she is-hired by the business to insure that
the employee will know exactly what is expected
from him or her,

-

D. The employee must know to whom he or she will
be held accountable for the work performed.
Each employee should have only one supervisor,

E. Whenever responsibility is delegated to an em-

~ ployee, the authority necessary to accomplish the

task should also be given to that employee. An

‘employee cannot be held accountable for a task if

€ or she is not in the position to do whatever is

necessary to accomplish the task. The owner of

_ the business must delegate some EUthDFIty for
decision making to employees.

e The instructor might davelop an organizational chart
of the school on the chalkboard showing the various
positions within the school and the lines of authority.
Brief job descriptions for these positions might then be
written.

V. How Can Progress Toward Goals
Be Measured?

A. Long and short range goals are. meaningless
without some sort of constant follow- -up to check
actual performance as compared to plans of ac-
tion. ) ; .

_B. Control procedures allow the perggn with the
authority and responsibility for the achievement of
goals to frequently check performance and take
corrective steps when necessary.

C. Without continuous control procedures, evalua-
tion of performance can only be conducted when
the long-range planning period has ended. At that
point, it is too late to make corrections.. -

. Control points must be selected which clearly
follow thé guides established by the short-range
goals. For example, the control points could be _-
weekly, monthly or quarterly. '

E. It must be decided how to measure and evaluate
actual performance at these control points. This
should be included in the short and long-range

* goals. For example, the measurement could be in-’
creased dollar amounts, percentages, etc. The
specific desired results are included in the goals.

F. Any differences that exist between actual and de-
sired performance must be interpreted. Decisions
must then be made regarding what corrective ac-
tion should be taken. Standards 6f performance
‘can be reduced or decisions made to bring actual .
performance in line.with expectations.
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WAJP

Mr. Al J. Pollard has owned ‘and Dgerated a small FM radio stat:an WAJP, in Joliet, Ilhnous for
several years. The radio station broadcasts from 6:00 am. to 10:00 p. m. seven days a_ week. Be-
cause of the type of music that is played on WAJP, usually polkas and old favorites, the listening
audience is"comprised of mostly people over forty years of age who live in a small ethnic neighbor-
hood on the near northwest side of town. WAJP is a- small operation, yet it has enjoyed a reason-
able profit over the years, usually about $1 5 000 a year, However, the profit has been decreasing
of late. This decrease in profit has forced the station to increase its prices for advertising time. This
increase in adveriising rates has begun to cause some problems. Some advartl$er5 are unwilling to
pay the increased cost because they are not sure that they are getting a sufficient amount of busi
ness from WAJP's listening audience to warrant the increased cost.

Mr. Pollar decided that if the radio station is to survive, somé changééwould have to he made.

After dciﬁg saveral weeksaf research, Mr. Polland discovered the following facts:

1. WAJP's present Ixstenlng audience has decreased from 10,000 to 5,000 people over the r:vast

five years

2. 'All of the FMstereo rock stations received in the Joliet area do their broadcasting from Chi-
cago, and much of the time the reception of their broadcasts in Joliet is quite poor.

3. There is one FM rock station operating at Lewis University in Lockport, about five miles from
Joliet. But, that station cnly broadcasts at night 8:00 p.m. to midnight and it does not broadcast
in stereo. .. ; .

4. The gcténﬁa! Iistehing audieﬁcé for an FM stereo rock station in the Joliet area is about EG,DGD
people. . 2

5. WAJP's advertising rates could be increased from $50 pEF minute to about $1SD per rnmuté Y

but many new sources, of advertising wauld have to be developed.
6. The cost to WAJP to change its present operation to FM stgrea would be about $20,000.

Once Mr. Pollard discovered the potential market that exists, he decided to éhaﬁ,ge" his opera-
tion to FM stereo rock music broadcasts.

Suggested Questions for Discussion:

1. List what you consider to be the two major problems facing management. -

2, State a Minimum of two long-range goals which need to be developed to alleviate the problems

and insure the continued success of the business. Be sure the goals are specific, méasurab'
and realistic. .

3. State several shaﬁzraﬁgé goals to be accomplished which will assist in achieving each of the

long-range goals. These short-range goals must be specific, measurable and realistic. Short-
range goals must state how the desired outcome will be achieved.

4. Establish control points. to measure performance and list any decisions fcr carrectwe actlorl

which you anticipate mnght have to be made.

i
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Points To Be Highlighted by the Case:

1. Planning long-range and short-range- goals will in-
crease the prabability for success of the FM radio
station.

: Controf points should be established to measure

.the actual performance of 'the business against
planned expeciations. This will enable the owner to
take ccrrectiva action when necessary.

™y

Passible Solution:
1. Two management problems facing WAJP:
a. Decréasing audience size
b, Development of new sources of advertising reve-
nue

2, Two longrange goals to alleviate management-

problems:
a. To.increase the listening audience of WAJP to
30,000 people within one year,
b, To altract 25 new SCNEITISEFS to WAJP within one
year, -

3. Corresponding short-range goals:
a To increase the listening audiencs of WAJP o

8,500 people within three months by cffermg FM
sterscs rack music broadcasts.

b. To atEra::r §fx new advertisers lo WAJP within
three months by contacting at least 100 busi-
nesses calering to the youth market,

4. Control points might be established at three month

‘achievement of the long-range goals can be
evalzated, 'and any necessary corrective steps
taken. Declisions such as changes in program for-
mat, 3@éngés in hours of operation and additioral
sources of new advertisers, might have to be made
at these cantrol poinis.

Inl'éﬂfals to correspond with the shon-range goals.
“Af these conirol points, prégress toward tke -
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The Roxy Theatre

Three young men, all of whom have degrecs in Business Administration, have bean looking fér
the opportunity to go into business for themselvas for several months. After considering several
possible opportunities, these men have decided to reopen an abandoned movie theatre lo-
cated in Lockpert, lllinois. Since all three of the men have spent many years of their lves in the
Lockport area, they feel that they are well encugh acquainted with the characteristics of the people
in Lockport te tumn the theatre into a profitablebusinass.

The Roxy Theatre has been in operation for about 35 years. At first the theatre showed pru-
lar frlms for the people of the Lockport area and was a successful business. However, as the
populaticn of the Lockport area became ‘more mobile, many of the theatre's patrons began to drive
the five miles to Joliet to see the movies there. The reason for this shiit was aftributad to the fact
that. the Joliet theatres showed better movies at the same price as the Roxy. The Joliet theatres

were more attractive than the Roxy, and in Joliet there are a variety of good restaurants to go to -

after the movie, whereas in Lockport the number of good restaurants is very limited.

Several attempts have been made to reopen the Roxy, usually on a weekends only basis, but
all have failed. Most recently the Roxy was opened as a theatre showing x-rated fims. That venture
also failed and the theatre was abandoned.

The three men raised the $15,000 needed as a down payment on the building and purcha@éd
it for $85,000 at an annual interest rate of 9% for thirty years.

The inside of the theatre needed remodeling. The 600 seats must be recovered and new pro-
jection equipment is needed. The estimated cost of this remodeling is $15,000 which will all be fi-
nanced at 9% per year interest for five years,

The theatre will again be opened on a limited basis. On Thursday, Friday, Saturday, and
Sunday nights, older, well known movies will be shown. The admission charge wiilbe one dollar.
On Saturday and Sunday mornings and aftemocns, cartoons and other types of childrens’ films will
be shown. The admission charge for these shows will be fifty cents. Also, at least ten times during
the year the theatre will be used for rock concerts featuring well known groups who are in the
area. Tickets for the concerts wil be sold on a first come first served basis for four dollars. Profits
from concession stand sales is estimated to be about $100 per week,

The rental cost of film is $200 per weekend for the morning and afternoon childrens’ movies,

and $600 per week for the older movies to be shown on Thursday, Fnday, Saturday, and Sunday
nights. The cost of the rock groups will be $1,000 per night. -~ '

A projectionist will be needed for fwenty hours per week at a rate of $§,DDper hour. Also, two
ushe:s will be hired to work 25 hours per week at a rate of $2.50 per hour. Three people will
be hired to work as ticket sellers, ticket takers, and concession stand empioyees for 25 hours per
week at a rate of $2.00 per hour.

The business will be Drgamzpd as a partnership W|th each partner owning an equal share of
the business. The management duties are divided-equally. One partner will be in charge of the film

rentals and accounting. Another partner wili be responsible for the Gperatlcﬁ of the theatre, and the

- third partner will be respensible for the upkeep of the building.

The new owners realize that turning the usually unsuccessful Roxy Theatre into a profitable
business will be no easy task. Much needs to be done to change the image of the theatre, espe-
cially since it most recently showed x-rated fims and will now be showing childrens’ films. The new
owners feel the potential market for the theatre when it reopens will be young people for the night
shows and children for the day shows. Five thousand doliars will be allocated for an advertising

“budget for the: first year of operation.

Sugéesiéd Questions for Discussion:

1. s plaﬂhiﬂg necessary forthis businessé Why or why not?
2. What'in rarrnatvaﬂ do the managers need hefore they can develop long and E;ht:»rwranga gaalg?
3. How can progress toward these goals ba measured?
4

. What suggestions do you have which will contribute fo the success of the business?
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Aruitoxt provided by Eic:

Points To Be Highlighted by the Case:

7.

N

The businessmen need lo establish long and
short-range goals for the new business.

Conlrol procedures o check actual pericrmance
with planned progress needio be developedd,

Possible Solution:

7.

Planning is necessary for the following reasons:

‘a. Planning reduces risk and increases the proba-

2

bility of success.

b. Planning defines the busirress aclivities neces-
sary for successiul operation ol the busingss.

Planning identifies alf of the resourcas available ta

)

the business and combines them for maxirnum uli- .

lization.

d. Standards of performance are established for
each segment of the business operation,

e. Planning .encourages a teamwork effort toward
the determination and achievement of goals.

The managers need to answer the following ques-

tions:

3

a. In what direction is the market moving?

bh. What types of movies and olher enteﬂéiﬁment
will be the most popular and profitable?

¢c. What is the competition offering and at what
price?

Progress toward goals can be measured by estab-
lishing control points at specified intervals aof time,
For example, if a goal has been sel to average 300
Saturday -morning customers by the end of the
year, the attendance should be monitored at three
month intervals. After three months a decision
might have to be made to lake corrective action

~ which will increase altendanca.

The business should develop long-range artd -short-. . -

range goals designed to insure a profitable busi-
ness operation. These goals should be moni-
tored at established control poinis to determine
progress. The goals should be flexible enough to
allow for any necessary corrective action. Goals
should be formulated for each segment of the
buginess cpeération.

o
-1
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An etficient recordkeeping system is a requirement
for any business, large or small. All business transac-
tions should be recorded in full on paper. Many small
businesses fail because of inadequate recordkeeping.
The business may have an excellent product, a high
sales volume, and“a good profit margin. However,
without proper records the business is inviting disas-
ter. Too often, the small business owner has the atti-
tude or beliéf that keeping records is ”ﬁgtgrnegessafy in
a Small busiﬂess Tr'-e perscm wha owns Ei smali busi

cjay S@Uhd dEQISIDﬁS requlre a rnanager w,hcs is in-
formed of aspects of the business. The proper record-
keeping system can provide the information necessary
te solve many management problems, and to make
sound decisions.

It is essential that a business obtain the advice and
assistance of an accountant. The accountant will
_establish_an adequate recordkeeping system for the

business, and explain the system in detal to the =

owner. This unit will develop a basic recordkeeping
system that might be recommended for use by a small

_ business. -

Q

ERIC

Aruitoxt provided by Eic:

Unit Objectives
To emphasize the importarice of recordkeeping to
the small business.

To illustrate procedures for establishing a basic
rer:r:rdksepmg systemin a small business.

L]

. Student Objectives

& Given actual checks written and deposits made by
a particular business and a bank statemsnt for the
same period, the student will be able to accurately
complete a bank reconciliation statement.

e Given transactions for.a particular business, the
student will be able to accurately perfarm the following
recordkeeping functions:

a, Complste a daily receipts surnmary.

b. Make..business _payments using the business
checkbook.

¢. Record the credit sales transactions in the ac-
counts receivable register.

d. Explain the procedure for operating a petly cash

fund.

e Given actual hours worked by employees during
one week, the student will be able to accurately com-
pi:te the individual payroll records and the summary
payroll record,
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. Why Keep Records? | - IV. What Basic Records Should Be

A.The law requires that some form of records be Rﬁamismeﬂ Ealﬁy?
kept by all businesses. : .
A. Business checkbaok. Obtain a business check-

B. Adequaie records can answer the following ques- book from a banker; Full details of each payment”
tions: .\ should be entered on the check stub to include:
1. How much profit is the business making? 1. Check number
2. How much is the business worth? .. 2. Amount of check

3. How much do credit customers owe the busi-
nésa‘?’

3. Date of payment
, 4. To whom paymernt is made
,}LHDW much does the busmesa owe jts cre- 5

ditors? _ e 5. Purpose of payment

m

5. How much tax should. the bu iness ﬁgayi_?ﬁ U Balanfe @ brought. Frjrwgfd T
. 7. Deposits made

- @ 8. Balance carried forward
II. How Can a Recordkeep g System alance ca

Be Established? C . , s

o Using either the overhead projector or the chalk-

A. A prerequisite tD implementing an adequate re- @ board, the instructor would present the following

cordkeeping system is to obtain the advice and example of a business check. The.importance of the

assistance of an accountant. If an owner cannot check stub should be emphasized, It must be com-

afford an accountant, he or she cannot affarcj to pleted in full detail because it is the owner's only
be in business. - record of payments made. :

? B. An accountant can estabhlish asuitatjlé record- : .
keeping systém tailored to the needs of a par- B. Daily recelpts suinmary. A summary of the cash
ticular business. v received by the business on that day should be

_ ' prepared daily. All money accounted for on the

1. Who KEEDS thE Records? : dally rg’ceipfs summmany should be déﬁasiteq daily
) _ in the business checking account. kems to be in-

A. The owner may wish to keep all the records per- cluder in the daily receipts summary include:
sonally. However, it should be remembered that ~ 1. Cash sales for the day X

. the owner should spend time in organizational and 5 Total'ameunt received for m N
" managerial tasks. . ;C@ afn@unt recglvgd fa;)r money owed to the

) _ business (accounts receivable)

- B. The recordkeeping function may be assigned to 3. Total depdsited in business checking account

. an_assistant who has a knowledge of record- . SN ) -

keeping. If the size of the businass warrants, - , Lo : ,

recordkeeping may be assigned to one person on w Using eithgr ths Qverheaag projector or the chalk-
a full time basis. As in all matters of delegation, boara, the instructor should present the following
’ gxample of a daily receipis surnmary. It should be
emphasized that this form must be filled out daily as
the money is deposited in the business checking ac-

while the owner will evaluate the work periodi-
cally, the bookkeeper should perform the daily

procedures. s 7
count. It is the owner's only record of daily receipts.
C. An outside firrn may design the recordkeeping The amount deposited shouid then be entered into the
procedures. However, the daily records will need  business checkbook. Each check stub has a place for
to be kept by the business as transactions occur. ‘recording a deposit. :
Q 52 racordkeeping ' f}()
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- Business Check

Check o001 510 3% URBANA NATIONAL BANK
Urbana, llinois Check No. 101

Bal. Brot Ford. M @EWM;:GM’ _/Mé; ' g/ oy e dollars,
Aml. Deposited ) |

TOTAL MIM | HI@LEY’SGH!NASHDP
Ant,tis check 10500

Bal. Card. For'd, 19000 | ) e (]o’fmif?_é’ra?ﬁ E;{ ,

bl

! - i
5

te ﬂ&ﬂ&fﬂ;’?ﬂ 57/}?5; .
.

Cash Sales for the Day §.4/8.°

Tolal Cash Received on Accounts Receivable  $__12.%"

" P TRTT e R e B T =)

. | Total Deposited in Business Checking Accouni $%0m

BT —~
£ T
|
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C. Accounts recelvable register. This record could

consist of a loose leaf binder, with a separate

sheet for each credit customer, kept in alphabe-

tical order.

1. Details of credit sales are obtained from copies
of the customer’s sales slips which are kept on
file. Credit sales should be recorded on the day
they are made.

2. Details of payments by customers should be
recorded on the day the money is receivad.

3. The accounts Teceivable register allows the
owner o Kegp a "running total” of amounts

owed and paid by each customer who pur-

chases merchandise on credit.

® Using either the overhead projector or the. chalk-
board, the instructor should present the- following ex-
ample of an accounts receivable ragister. it should be
emphasized that details of the credit sales and pay-
ments rer:éived from previous credit sales should be
antered into the accounts receivable ragistor as they
aceur (or recorded each day.}) Since this is the aonly
record of credit sales, and how much is owed the busi-
ness by different customers, it must be accurate and
kept up to date, '

D. Petty Cash. While practically all business pay-
ments should be made by check, most
businesses find it necessary to make some small
payments with cash. For gxample, postage due
on mail delivered. This is best accomplished by
adopting a petty- cash system. The. following
steps are necessary for operafing a Detty cash
systern

1. Decnje ona f|gure io be maintainad in the pettyv

ash fund. For exampie, 520.

. 2. Write a business check for that amount payable

to petty cash.
. Deposit that amount in a petty cash box.

o)

4. Each time petty cash is used, write out a petty
cash slip describing the purchase, to whom
paid, and the amount paid '” possible attach the
receipt to the petty cash «..o.

5. Deposit the petty cash slip in the petty cash
box. The total amount ‘of cash and améunts
represented by petty cash slips should always

equal the determined amount of the petty cash

fund.

. As cash becomes depleted, another check
payable to petty cash is written to bring the
amount in the petty cash box up to the pre-
determined figure for the petty cash fund,

]
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© Using enher the overhead projector or the chalk-
board, the instructor may present the following
example of a petty cash sfip. The insiructor should em-
phasize the Importance of the petly cash slips. Stu-
dents should be asked for various uses of petty cash
to insure that they know the purpose of the peity cash
fund.

E. Bank reconciliation statement. Each month the

business will receive a statement from the bank,
showing the balance of cash in the business
checking account according to the bank records.
It is importart for the bwner to make sure that the
business records agree with the bank’'s. In order
to do this a bank reconciliation statement is
necessary. . .
1. Theoretically, the balance shown on the bank
statement should correspond with the balance
shown on the last check stub on the date of the
bank statement.

2. In practice, this rarely occurs. A number of
checks written by the business may not have
been cashed by the recipients. Some .deposits
made by the business may not have yet been
credited to the business checking account by
the bank. Some bank charges may *3!3@ appear
on the bank statement.

. ® Usmg aither the overhead projector or the chalk-

board, the instruclor may present the following
example of a ’baﬂk reconciliation staternent.

V. What Payroll Records Are
‘Necassary?

A. It is important that the business owner keep 13 re-
cord of hours worked, wages earned, and deduc-
tions taken from wages for each employee.

B. A payroll record is necessary for future planning.
It will enable the ‘owner to keep track of exact
payroll expenses.

C. Exact figures for deductions of federal, state, and
any other taxes must be known il order for the
owner to meet legal requirements.

e Using either the overhead projector or the chalk-
board, the instructor may present the following ex-
amplés of individua| employee payroll records and a
summary payroll record for all employees. (Actual
figures for deductions should be taken from tables
available to employers from federal and state internal
revenue service offices. Deductions which aopear in
the following exarnples are estimates.)



Accounts Receivable Register

Customer_/?]4.. (/Qf/wz; L litleas

Date Detanlg Amount

gam?rlq I (iu&@?‘i@ﬂém - 5&&&5&7@3 7#_,/&9 7
gm 5,191 M FM ‘:*f’,“" M@$3Q% o 7'7/3@@?'

75;,{,*2@,/? | Sufzﬂéf,;t ?M, - 5%@ 5’5“’7‘;3“) :#;3/5 -

N o | os

,?%%73?1’?"‘ Cﬁﬂfu ?}M — in;l,&t};ég #‘5?/*’-/ | 105.9°
-0 -

Petty Cash Slip

Date_ (Jamsanrs [0 19-- “Now_
Y 7 " T
Amount _ jg;g. 40 .

Purpose __,

Signed 7?’7;?,&; @’*\J;f‘é; W;xéﬁéw,J
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-Balance shown on bank statement

add depaosits not credited:

Dec. 29
Dec. 30

subtract outstanding checks:
Check No. 946
Check No. 948

Adjusted balance per bank statement -

Balance as shown in checkbogk

subtract: .
bank service charge

Adjligted checkbook balance

56 recerdkeaping

$63.00
25,00

$20,00
46,00

RBank Reconciliation Statement. -

$429.00

 88.00

. $517.00

5600

$453.00

200

$451.00




Payroll Records

Enphyee Tam Jahna@n -

Samal Secun Number

ODD OG OQ‘DO

Qver: Ttl,
limé | tme | Qver:
Hrs. | Rate | tme
| PerHr,

i Reg.' T Qe
Reg
Hrs.

Py

Ttl S{JE! Fed.
Gross | Gec. | Inc
Pay | Ded | Tax

Inc. | Dedug-
- Tax

Tﬁb tal
'Deduc:
fitihg

State {ther

fiong

Met
Pay

an ;0

5000 | 300 | 5.00

480

4050°

Waek 52

Employee - erd:s ”__L!'F'_'_?'i. e

SOCIEI Secunty Number

000 00 0000

Quer- | TH
fime
He | Rate

o reg 1T
Fate | Reg,
PerHr. | Pay

Qver-

| Pertr | Py

! S Fed.
Gross | Sec. | Inc
Pay” | Ded | Tax

Sta_te Dther Tmal
e, | Dedug:

Tax |lions | hgng

Ditduc-

Net
Pay

30 |12000] 0

[ o |
fom'=]

T m
o=
W
]

Woek 1 § 18 450 1 0

12000} 720

1800 | 2

0| 2800

92,00

4
@
0
a
3
a
x
2
&
T
E.
d

Waek 52 ) B ]
4 wummaryP yrcziﬁ Eacard o
g ey R o i - - i x .‘. e Y i = 7,"," é ,','H T
Mo T Ow | TH) T goc. | Fed | Sidle | Omer  Taw | et
_ Req. | Req. | fime | Over | Gross | Sec. | Inc g, | Deduee | Redwe | Fay
spulTiwimi st o | e | e e | R R B v
2. Pay Hs. | tme | Pay Qed, A T tions I
! Pay 7
Weakd |4 12)12f8 ] 4{8fi2] 80 |t000d o | o | 17000 | 1020 | 2300 | 430 | o | o | 13280
Wask 52 ) ] )

L)
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John’s Hﬁ#réwafe

1. The f@llawiﬁé ére the actual checks written and the deposits made according to John's Hard-
wgre records. ' ‘

Checks  Deposits

Date Check Nurber Amount » Date Amount
January 10 9 - $ 9000  January 10 $400.00
January 10 91 3000 Jangary 11~ 260.00
January 11 ez 130.00 .Jaﬂ'ﬁary 12 300.00
--January 11 93 ' 1 250.00 ‘ . January 18 300.00
| January 11 94 | . ..40.00 January 14 110.00
January 11 Y ) 130.00
January 127 =T 120.00
January 12 97 5 17)‘(3.@@
January 13 - . 98 11000
January 13 " 899 f ~  200.00

January 14 100 120,00 . '

Check Stub

f

.Check No._ /00 __ % [40.0°

. Amt. Deposited
. TOTAL

Amt. this check
Bal. Car'd. For'd. .

]

=]

68
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The’ baﬁk statement received by John’s HardWEre frcrn *he Urbana National Bank dated January

14,19 - . is pr‘e.;emed bel@w ¢
: - URBANA NATIONAL BANK
Bank Statement for John’s Hardware g
' - ~ January 14,19

Date Checks and Depasits Amount . . Balance

i Beginning iSEGD.DD

January, 10 Check No. 90 $90.00 ' 11000

January 10 * Check No, 91 3000 80.00

Jaruary 10 Deposit 400.00 ‘ 480.00

Jaruary 11 Check No.- 93 250.00 230.00 "

January 11 Check No. 95 13000 100,00

January 11 o Deposit 22‘&@0 EQSD,GD

January 12 ~ Check No. 97 " 17000 19000

" Jarwary 12 Deposit 300.00 490.00
: ' January 13 _ChetkNo. 98 11000 380.00
Januan13 1 Check No, 99 280.00 | ~ 100.00

January 13 Deposit ©300.00 - 400.00

January 14 Check No. 100 ' 120.00 280.00

Bank service charge 2.00

Current balance $278.00

2. Thefoliowing are business transactions for John’s Hardware onthe day. of January 15, 19 ____.
The business checking account balance as of January 14, 19_ ,was$98, ¥

a) Cash sales toliling $465.
b) Credit sales 1 Mr. Jones (invoice No. 1 12) totaling $45.
=)} Received a check (No. B47 ) from Mrf fanes for payment on his account in the amount of $2¢

d) Credit sales to Mrs, Wilson (lnvmcé NQ i1 3) tr:tahng $15.

e) Paid Acme Supply Company for shlpment of nails rer;ewed with cheo:k No. 101 inthe
amount of $86.

f) Faid Peterzon Dcsrﬂpariv for shiprnent cf tagls received with chieck No. 102 in the amount
o13100.
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- 3. The following information is necessary fo cémp!ete the weekly payrall records for Johin's Hard-
ware: ’

3

Employea: Bart Nelson Sgcial Security Number: 000-00-0000

]

Hours worked: Monday — 8 hours

Tuesday — 4 hours

: Friday — B hours
.Regular pay rate: $3.00 pér hour
. o Soclal Security Daduction: %3.60

. Federal Income Tax Daductian: . $600

State incoma Tax Deducticn: $1.40

Employee: Rita Simpson Social Security Number: 000-00-0000

Hours worked: Wednesday — 4 hours : .
Thursday — 4 hours
Saturday — 4 hours

Il

Regular pay 1ate:  $3.00 per hour
Social Security Deduction: $2.10
Federal Income Tax Deductlon: _$3.50

State Income Tax Deduction: $.90 . R

Suggested Questions for Discussion:

1. Balance the business checking account for John's Hardware using a bank reconciliation state-
ment. i , N
2. Using the forms on the following pages, perform the necessary recordkeeping functions for
John's Hardware for January 15. (When completing the recordkeeping forms, make the daily

* deposit to the business checking account before writing any checks.) .

3. Complete the weekly individual employee payr’@lli records and the summary payroll record for
. John's Hardware. :

6@ recordkeaping
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 Business Checks

Son o o e e S s

aa‘ Brot For'd.
Amt. Denosited

TOTL
Amt, this check
Bal Card.Ford. .+ _

+~
“CheckNo—. S !
|
I
I
I
I
I
|

Pay fo the order of

URBANA NATIONAL BANK

Urbana, llinofs Check No. 1D,I

- Date_____

JOHN'S HARDWARE

dollars.

CheckNQ_____ . §__
Date oo

For —

Bal. Bro'. For'd.
Amt, Deposited
| TOTAL
Amt. this check
Bal. Card, Ford.

SRRRR

L

Pay to the orde of

URBANA NATIONAL BANK
Urbana, linais Check No. 102

Date ...

tollars.

JOHN'S HARDWARE

!

"
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Daily Receipts Summary

Date ___

Cash Sales for the Day $
Total Cash ﬁeéeived on Ac:céunts Receivable $__

Total Deposited in Business Checking Account $

Bank Reconciliation Statement
Balance shown on bank staiement 5. -
add dep@gits not credited:

subtract outstanding checks:

Adjusted balance per_bank statement

Balance as shown in checkbook

subtract:
bank service charge

Adjusted checkbook balance

-
u“




\
]
f
0
g
i
T
o
8
A
:
8
(0

Accounts Receivable Register

Customer ___........

Date Details Amount
Customar ...
Date Details Amount

-
[—



Payroll Records
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: Emplgyee N Social Security Number emeem e
, M {Reg | T | Quer | Ower |T | T [ &c | Fed | Slate Dther‘; Total | Net
simlTlwlm 599 Rate Reg. | tma | tme | Over- | Gross | Sec. | e | ine. | Deduc- | Deduc: | Pay
AL L | s | Perbr. | Pay | Hs. | Rale .| time | Pay | Ded | Tax | Tax |fions . |tions .
. ) Pertr | Poy ‘
Week 1
Waek 52 B

Social Security NLTOE e e

Th

Re.

Rate
Per Hr.

M1 Over

Reg. | time
Pay | Hrs,

- Over-

fime
Rate
PerHr.

T,

(ver-
lime

i
Gress
Pay

Sac. | Fed
Sec. | Inc.
Ded. | Tax

Stata | Oiher

e, | Dedyc:

Tax |tions

Total

lions.

Deduc: | Pay

Net

Waak 1
Waak 52 7 i
. ) Summary Payroll Record

Over- | TH.

time | Over

Hrs. time.
Pay

TH.
Gross
Pay .

Ded,

Fed, State
Iz, Iric,
Tax | Tax .

Other
Ceduc-
fions

Tolal
Deduc:
fiong

Weok1 | |- 7 T B

: o
11 } _ 1 ) R
Week 52
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Aruitoxt provided by Eic:

Completed Forms
. e - T - ——
Check No._ /0] $% URE A% NATIONAL BANK
Date _ GMM&LSFJ 15,10 - Lrhana, linois Check No. 101

Date.{
- e | Paytothe orderD &Ww (}W ?ﬁfﬂ‘w
(m |
Bal. B0’ For'd. g2 | &g/zfq @E and_ /w _
Ant. Deposited 185 { YA
ToTA. L8320 :
Amt. this check Eéf I
| 8l Card Ford  497.%° |
_ | e . _
Check NO.__ Oix’ 5100 | URBANA NATIONAL BANK \
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Tcs ﬁg{sﬁmg (} I _
o of Losla) } '“Mz
) : Pay to the Qrdero TL{? ffm@}f,) (7 WLKZJ@M $E 1007
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| $386.00 A ————
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i

Customer 7@34’@7 Z(/m -
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Aruitoxt provided by Eic:

RIC

Competent finar ‘al management is esgential to the
profitabiity and growth of any busine ss. Too often, the
srmail ouzness owner has 1anc statzements
prepared by an accountant, which are then filed away
after the owner quickly glances -at the.a. This aftitude
toward financial management is u,s;i;ally the result of a
lack of knowledge iegarding the value of financial
statements. )

This unit will provide infdrmation regarding the con-
tenfs of hoth the income statement and the balance
sheet. The unit will also present procedures for inter-
preting the information contained in these financial

statements through the use of ratio analysis. The

owner must also be aware of the cash needs of the
business for the future. It is essentiél that an adequate
amount of cash be availdble to meet coi '/mitments, but
it is not wise to-have surplus cash on hand that could
be earning a return if used in another capacity. De-
owner.. determine cash needs for future periods of
time,

it is important to the future of the business that the

agement tasks. These tasks include: (1) reading and
analyzing financial statements, (2) determining the fi-

. veloping cash forecasts far the business.

Unit Cisjectives

e To provide information regarding the content and
use of both the innoms siatement and the balancs
shesl.

@ To provide information regarding the use of rilio
aralysis in determining the financial status of a busi-

5

e To provide information regarc
and use of a cash forecast.

ig the preparation

Student Objsctives

e Givena  iculer business, the student will be able
to: :
a. Use selected ratios to analyze the finan~ial state-
ments of the business.
, Determine the financial strengths and weak-
nesses of the business.
¢. Determine what corrective action should be
taken, :

. Complete a cash forecast for the business.

A
'
1

o ' financial managemen: ©O9



I. What é?e Financial Statemern

. Whatlsi

he Balanc

at a partl

garded as a financial rghot fj aph t'

B. The balance sheet has . 0 main sections. The
first saction illustrates what the business owns
{assets): The second seclion illustrates what the
ousiness owses (Iiabiﬁt‘?f‘) and the owner's invest-

3
P
=2
=
oy
il
facy
o
w

siness [aquity).

1. Assets. Anything the business owns that has
money value is an asset. Assets are classified

as either curre:® or fixed.

il

C' rent assets inclutla cash and those as-
sets that will be converted into cash within
one yéar Examples of current assets include
accounts receivable and inventory. Since all
accounts recelvabie will probably not be col-
lected, an allowance for bad debts should be
shown on the balance sheet. An allowance
for inventory loss, due to pilferage, breakage,
markdowns, etc., should also be shown on
thz balance sheat. ’
b. Fixed assets are those things that the busi-
ness has acquired for long-term use, They in-
clude such things as land, buildings, and
aqupment. With the exzeption of land, fived
assets decline in value. A pericdic charge for
depreciation should be shown on the balance
sheet.
2. Liabilities. Anyt‘“nng the business owes is a lia-
hility. Liabilities are claims against the as:
the business. Liabilities are classiiied as either
current or long-term.

i

]
W

1Ly

a. Current liabilitiss are those debts which
ﬂuét DF‘ paid within one year Exfgmples af
ghar‘t term Iaang;

. Long-term liabilities include debts which
will not be paid within the year such as a
long-term loan which is to be paid over a ten
year period of time.

i

3. Equity. The assets of the business minus the
liabilities of the busimess equal the owner's
wquity. The equity is the owner's iitvesiment in
the business.

® The instructor may illustrate the following balarce
sheet in a Siop-by-step manner hy using eithc tha
overhead projector or the chalkboard. (Depreciation of
$4,000 and $1,000 represonts the accumulated de=
preciation aver a nu. rer of years. Depreciation of
%500 as recorded on the income statement
represents depreciation for a single year.)

ERIC

Aruitoxt provided by Eic:

A
. Th& balance sheet shows the financial po
i business at a given date with regard t
{wr it Dwr’x&) lizbilities (what it o.ves), and equity
tlﬂ(;:l"lt),

C. The income - ' messu 28 revenue and ex
nanditures 85 over a certain peric™ of
time.

4
%
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Current Assets : Current Liabilitias

Cash - ; $13,000 - Accounts Payable §¢200

hecounts recauarle $7.000 ' Notes Payahle ) %DDD
0

Less allowsice for doubttl accounts 1 00 6,000 Total curront liahilities 511,200

In\:ent@fy o $6,000

Less allowance for inventory loss 1000 8000 | Long Term Libilities
, N Martgane $30,000
Tolal current assets $27,000 0 e
Tatal igrig tamm liabiiities 30,60C

Fixar Assals
Land § 7,000
Hiliding 530000 Totai Liabilities $41,000
Less alh wance ot depreciation 4000 36000
Equipment $10,000

Less allowance for depreciation 1000 9000 Eqully

Total fixed assets - 62,000 Owner's equity 38,000

=
3
2
3
g
[
3
el
=]
=]
[}
2
E
]
b=
-

Total Asses : | §79000 | Total Liabilities and Equity E §79,000

R



. What is tha ‘acome Slalement?

A. The income statement is a summary o1 all activity

involying income and expenses incurred to the
business during a particular period of time. The in-
come statement illustrates the profit, or Inss
during a povticolyr financial period.

statement has five main sections: (1)
: of goods sold, (3) gross profit,
«d {3) net profit.

1. Total revenue is determined by adding cash
sales and credit sales.

2. Cost of goods sold is the price paid by the
business for merchandise sold during the
peried. The cost of goods sold can be com-
puted by adding the alue of the goods pur-
chased during the period to the beginning in-
ventory (the beginning inventory figure can be

obtained from the previous income statament),

and then subtracting the value of the inventory

on hand at'the end of the period.

[

. Gross profit is the difference between tolal
revenue and cost of goods sold.

4, Expanses are all those costs incurred in the

day-to-day running of the business; for
exarnp, uijiities, advertising, wages, etc.

5. Net profit is computed by subtracting ex-
" penses from the gross profit.

& The Instructor may Hlustrate the following income
statement in a ste;-oy-step manner by using e aver-
head projector or tie chalkboard.

Q 72 financial management
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Jim’s Furniture Shop

Income Statement

For Period Endin; Decemper 31, 19

Total Saies
Cash sales
- Credit sales
Total Revenue
Cost of Goods Seld
Beginning inventory $18,000
Purchases __50,000

Cost of goods available for sale
Less ending inventory ’

Cost of Goods Sold
aross Margin

Expenses
Salaries and wages
Utilities
Advertising
Depreciation

Total Expenses

Mot Profit Before Taxes

Estimated Income Tax

Net Profit

- $32,000
48,000

$80,000

$68,000
8,000

60,000

$20,000

$10,000
1,000
1,500
500
13,00C
$7,000
2,000

56,000
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/. How Can Financial Statements
Be Analyzed?

A. Ratio analysis is a means of analyzing the figures
that appear on financial statements. The use of
these ratios enables the owrer to compare the
performance of Kis or her business with that of
another firm, or with the performance of the
industry as a whole. He or she can also compare
the current year's performance with the perfor-
mance of previous years. Such comparisons are -
essential elements in planning the future. Such
comparisons highliyh® the strengths and weak-
nesses of the business operation.

m

. A ratio is computed by taking selected figures
from the financial statements and expressing one
figure as a percentage of another figure.

e The following ratios will analyze figures taken from
the income statement and balance sheet previously
presented -(Jim's Furniture Shop). The instructor may
keep the financial statements on the chalkboard or an
the overhead proiactor while presenting the various
ratios. As each -alv is figured the answer may be com-
pared to the average figure for the furniture store in-
dustry which is iflustratecd in parenthesis. The average
ratic figures have been taken from Key Business
'Ratios, Dun and Bradstresl, Inc. The siudernis may
then be asked to determine the perfarmance of fhe
business with regard to that particular rai:». If there is
an apparent problem, the students may be asked to
determine what corrective action could be laken,

. The DIIDwmg ratiog offer saluable mforrﬂatlan to
the E‘ ZiNes3 OWNer:

. Return on Investment, This ratio shows the re-
turn obtained on the owner's investment in the

" business. It is computed by dividing the net
profit by awiner's equity, and expressing the re-
suit as a percentage.

f 5,000 o
Eim_m:'i - 38000 a0 (7.7%)

ﬂqmty $38,000

\ 2

Frem a p‘xrelv c "‘OF‘DmIG point of view, thIS fig-
ure shfjuﬂJ be ralatively larger-than’ ‘the return
i+ ownaf could get by investing his or her
7o elsewhere. The business owner should
“s....ve @ better return on his or her investment
tim2, effort, and risks .nvoived in owning
srating a business,

_'»* : B ip ;‘— ‘;:_;77%: o T Ej ]
ERIC o |

\

2. Het profit to sales. This ratio shows the net

profit margin on sales. it is cor:.ted by divid-
ing net profit by sales.

net Erc)fit _ 55 DDD 00
sales SSD DQD

|

i
Lac}
o
G“"\-.
™
N
-1
=

A low net profit on sales can be coised by two
factors: (1) poor pricing nolicy, or (2) high
operating costs. In orde % ratermine which of
these factors is causir, @~ - -»w net profit, fur-
ther ratio data is a ' .. » -° ithe business
owner. A poor pricing . <+ - i reflected in the
gross profit margin. Gre. * ; ..fit margin is com-
puted by dividing gross profit by sales. The
gross profit margin should be similar to. or
sreater than, the gross profit margin applicable
to the particular industry. Operating costs can
be examined by expressing individual items of
expense such as advertising costs or payroll
expenses as a percentage of sales. The ratios
obtained should be compared with those of
other firms in the same industry.

. Sales to equity (net worth). This figure is re-
ferred to as the investment turnover and is not
expressed as a percentage. A firm's net profit
on sales may be high, but if the rate of asset
turnover is low, the rate of return on investment
may be low, The value of annual sales should
be a certain number of times greater than the

amount of investment in assets. This figure is

computed by dividing sales by egquity (net
worth).

eales : $80,000
- = = 2.1(2.8)
equity $38 GDG

i

. Inventory turnover. The inventory turnover fig-
ure shows how fast the merchandise is being
sold. It is computed from the income statement,
and answers the question of whether the busi-
ness has too much or too little money tied up in
the inventory. It is computed by dividing total
revenue by average inventory.

total revenue o '$80,000

gver‘age mventary ) ‘/g (318 000 + 8, GDD)

$80,000 L I
———— = 6.2 times (4.5 times)
$13.000 .
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Silé';

365 B

U..ually, the higher the turnover rate the betler.
This would suggest that the merchandise in the

“olory is current and & . de. However, this
figure is highly dependent 1 the type of busi-

1285,

Average coilection p-
=otion period is co L
sheeat and the incor .
question of how o
being collected. 1t v
days” sales are tied = ‘3 receivable.
It is computed by first i c.;g sales-by 365
(the numper of days in the year) to determine
the average sales per day. The accounts re-
ceivable is then divided by the average sales
per day.

average col-
@ balance
1swers the

sales are
thi owne: how ‘many

b irn
ameni. .
ckiy rogre

%80, QDD
365

2iva
average sales per day

]

I

I

1
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i

!
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The avara,e
ceed 1'% imez the credit terms extended by
the business (thirvy, sixty, ninety days, etc.)

. Current ratio. The current ratio is computed

from the balance sheet and answers the gues-
tion of whether the business has enough cur-
rent assets to meet its current debts. The cur-
rent ratip is computed by dividing current
agséts by current liabilities. A current ratio of 2
to 1 is generally consider«r! good.

current assets %27 000

current I:abmh@s

$11,000

Another ratio ¢alled the &.id-test ratio answers
the question of whether the business could
meet its current obligations with funds readily

available if all sales revenue should stop. It is

computed by dividing cash plus accounts re-
ceivable by current liabilities. An acid-test ratic
of 1 to 1 is considered satisfactory.

") —

ERIC
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callaction period should not ex-

V. Where Gan Ratio Daiz Be _Eg’zaféﬁ"’

A. There are various sources of ratio data with which
to compare the periormance of a business with
the average performance of similar bus ness2s

1. Key Business Ralies. Published annoc
Dun and Bradstreet, Inc., 99 Churc &
New York, New York, 10007, Attentior [t
Relations Department. Fres, Covers 12
of retailing, wholesaling, manufacturing,
construction mdustr'es

2. Mall-Ma- ﬁﬁanday Barometer of Smali Susl-
‘ness. Published semiannually by the Account-
ing Corporation of America, 1929 First Avenus,
San Diego, California. ‘

3. Statemnv?  Studles,
Robert Mo.i1s Associates, Nalional Association
of Bank Loan Officers and Credii Men, +.ila-
delphiz National Elﬁﬂk Building, Prilagelshia,
Pennsylvania.

4. The various trade associations often publish
ratic data whizh is of particular use to different
types of husinesses.

o The instructor may want to distrbute the handout
Key Ratios found on the foliowing page to the students
to be used as a study guide. The information rmay also

be used on the overliead projector or chalkboard as a

revicw o ratio analysis.

Published annually %y ™

financlal management 75



Key Ratios

Ratios help indicate possible answers to important questions reiated to the efficiency of a busi-

ness, Ratios give ieedback on current operations and provide a basis for planning for the future.
Comparisons of ratios for the current year should be made with ratios of previcus years for a busi-
ness, and with the ratios of other firms in the same line of business. ’

My

Tk

t_]:ﬂi

“net profit

equity

~ net pr@fiti

sai8s

sales

equity

total revenue

average inventory

accounts receivable

average sales per day

current assets

current liabilities

Q ?6 finanelal menagement

This ratio is known as return on investment. The
ratio shows the raturn obtained on the owner's in
vestment in thie business. Is the return iarger then
the return the owner could get by investing his or
her money elsewhere?

This ratio shows the net profit margin on sales. A
low net profit margin can be caused by: (1) a neor
pricing policy, or (2) high operating costs.

This figure s referred to as the investment turn-
=00 The v#use of annual sales shouild be a certain
Lher o) times greater than the amount of -
vestment in assets.

The inventory turnover figure shows how fast the
merchandise is being sold. It answers the ques-
-+ 5f whether the business has tob much or too

‘littte money tied up in the irventory.

The average collection period answers the ques-
tion of how quickly the credit sales are being col-
iected. It tells the ownear how many days' sales are
tied up in accounts receivable.

The current ratio answers the guestion of whether

or not the business has enough current assets to
meet its current debts.

—



VI

Why Is a Cash Forecast
Necessary?

. Cash ;:anmm: and forecasting the future cash

needs of the business are vital for survival. Unless
cash needs are foreseen and provided for, there
is a good chance the business will not be able to
meet its commitments.

. Too muc~ cash on hand indicates that the owner

.. 15 not alert to opportunities for wise use of surplus

VL.

# The instructor should give E?Eh student a

casi. Large amounts of cash which will not be
used immediately should be invested in short-
term securities where the cash wili earn money
for the business.

Howlisa Cash Fmecasi
{Pr@pared? ’

. Cash forecasls can be compiled for a thres

manth period, Each moritn the figures are revised
as they are compared with actual results. The
cash forecast shouvla always he three monihs
ahead of current opgratinns.

. Figures used in the cash forecast relate to ex-

pectea cash receipts amj payments.

. Forecasting is not mere guesswork, but is based

on past experience and knowladge of past per-
formance. For example, the expected cash sales
figure for a certain month is arrived at by com-
paring thal month's -sales figures for previous

years, and considering price and mdrket trends

during the intervening period.

& copy of

the Cash Forecast Sheet. After explaining the figures

- ~Far tha-first two -momas 1o the sludsnls ke inalructor .

should have each student complete the cash forecast
for the third month,

ERIC

Aruitoxt provided by Eic:

7 The instructor will need {o explain that the pro-
jected accounts receivable figure for January of
$2,000 was determined in part by the firm’s
credit poncy and by what past experience has
shown will be paid by customers. The figure of

$2,000 was arrived at as follows (puz ort chalk-

board or overhead):

a. The firm's credit policy to custorhers is that
all credit purchases are to be paid within one
month.

Tq.
G

BunjPur-ugsioe

abiusysy

b. December credit sales lotaled %2,400. Ex-
perience indicates that only $2,000 of this
amount will be received in January.

c. The January sales forecas? estimates $4,000
in tutal sales. It is estimated that $1,300 of
that total will be cash sales, and $2,700 will
be credit sales: Since ane month’s credit is
given to credit customars -2 payments will
be expected from Jan: =7y .. gdr; sakes until
February, Fx. ' #r nge « that approxi-
mately 82, ¢ ‘he 84,700 in credit sales
for January +.. ., coflected in February.

2. Simiar calculations are made to arrive al a
figure for disbursements on accounts payable.
Students should be reminded that full benefit of
suppliars’ credit terms should be taken.

3. The cash balance for January was too large for
the immediate needs of the firm. Therefore,
$3.000 wais invested in short-term securities
{ninety days).

financial managamant 7?
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Cash Forecast Sheet

Expected Cash Recelpts:
1. Cash sales

2, Collections on accounts recelvable

January

March

Forecas|

Aclugl

Forecast

Aol

Forecast

Adul

$1,400

7. Advertising

| B Other faves, etc)

B, Total Cash Payments

3. Other incame ——- —— o
A, Tota Cash Reoeits 53,300 | $3,600
| Expected Cash Paynents: _ - ) :
4, Disbursements on écc@unis payable 51,000 ﬁ $1,560
5 Uliies e ] oy ~
6, Payroll 1,000 1,000 k

1000 '

19, Desired cash balance

9 Expectedﬁaéh nelaice o beginﬁiﬂg of rnonlh _$7,D(JD _. §3,850 B
10, Cash increase or decrease (A - B) ) @D 209 o
1. Expected cash bajance ot end of month 6,850 3,650

13, Short-term loan needed [12-11, If 12 s greater) $200
14, Cash avai'lable'for'shcrrtél%ermiﬁvestment T SR
(11-12,f 15 greater) - $3,000
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The Lawn and Garden Shqép *

~ Wilma Meyers has just received her end of the year balance sheet and income staternent from
her accountant. These financial statements may be found on the following pages. Although she has
never used ratio analysis before, she has decided that this year she will compare her businass's
performance with the lawn and garden industry averages. .
. She has obtained the following ratio data from her trade assamanan which ShDWS the mdustry
~ average for each of the following ratios: : » '

ﬁ‘"umEW"“U*‘U‘_H‘E‘."MB a

‘ f )
1. : M = 14.9%

equity :

5 ~ net profit = 50% . : o
sales - » _ ~ - /

' V ales .
3. : STES o 349%
ﬁ equnty ,

A ofal revenue . ,
4. - ———— = g7 times .
. avemgemvent@ry o

5  average collection period = 45days /

curent assets  _ /
current liabilities I S

D
i

Suggested Questians fDl’ Dlscussmn.

-1. Compute the ratios for the Lawn and Garden Shop and ccmpare the busnnesg perforrnam:e with
the industry-averages, .

o2, Determme the strengths .and weaknesses of tha Lawn and Gardeﬁ Shop based on the infor-
maﬂgn ebtamed fn:srn the ratios calculated.

financlal man agement 79
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R The Lawn andG ften Shop
E’: ,
: Ralance Sheet
B
3 - o
; -,-December;a‘l;l%?&__
Assets - Liablities and Equity
A \
Current Assets o Current Liabilties
Cash §1000 . Jonispye 43000
 Accounts receiiale M000 Nolespayatle. . 500
Less alowencefor doubtivlaccounts -~ 400 3800 - 'Taﬁlicﬁrrem abiltes " 43500
Irventory T 3000 o |
T wrentassts g0 |
valcrntaseats : | LangTarn Usblitles |
. | L : Morigage ‘ $16,100
Fired Assets - B | . T
L | . 45,000 | Toiel lung}grm labilities . ___1_5&,1_06
Buldng ; $30,000 o
|' ' SPRTTR T | PO
 Less alowance for depreciafon 5,000 25000 | Total Lisblllles o0 es0
Equpment b 86000 - | A
’ i | |
Less allowance for depreus]mn 1000 500 Enulty j
Tota fked assets [ BOO | Owelsewly - 2800
H B ‘/
(15 Total Assels o SR §42600 | Total Liablities and Equity /,/ $42 610
: i ) THem— . / — .
| 99
/
/
g
-
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- The Lawn and Garden Shop S
. Income Statement o

For Period Ending December 31, 19__. ; -

Total Sales ' | : - |
+ Cashsales - . | $16,000

- Credit sales 20,000 " R

Total Revenue | » LT = $35,000

1

o

Cost of Goods Sold I ) | o

|- Beginning inventory - ' * $4,000. | | ‘ ‘ i

Purchases o : 25,000 : S |
Costof goods available for sale o 2 : -'$29,DDD

Less ending inventory = T 3,000 "

Costof Goods Sold N 26,000
Gross Margin R $9,000

: Expenses _

\ , Salaries and wages , - $3,500
| Utilities | 700
Advertising o . . 600
Deﬁre;:iati@ﬂ - ' 200

Total'Expenses, -
Net Profit Before Taxes : L _ ~ $4,000
Estimated Income Tax | |

sy

Net Profit o 82,900

i
= 2
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'Points To Be Highlighted by the Case:

1.

Two important linancial staternents used by mosi
businesses are the balance sheel and lhe income
staterment,

Ratios help indicate possible answers lo impor-
tant questions_related to the efficiency of a bugsi-

‘"ness, Ratios give feedback on current operations

and provide a basis for planning for the future.
Cormnparisons of ratios for the current year should

be made with the ratios of other firmns in the same -
‘line of business. ‘

F‘o’éibie Solution:

—

O 32 tnancial management
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Aruitoxt provided by Eic:

Theé Lawn and

_Ratio : Gardoen Shop
a net profit 12.6%
equity :
b, et profit 8.3%
sales
faks g
equity )
d ) Vtt::tal rgvenge - 10 times 3
average invenlary : :
e. average collection period 38 days
current assets
f Surrent Tabiiies 2.2

The fz:»liz:m?ing strengths and weaknesses of The

Lawn ard Garden Shop are based on the informa- -

lion oblained from.the ralios calculated:

a. The net profit lo equity ratio shows that the-_‘r:e% :

turn on investment for the Lawn and Garden
. Shop-is lower than the industry average. This
~ fow return on investment can be caused by

either (1) a low gross margin or high operating

costs; or (2) a low volume of sales relalive ta the
value of the investment in the business.

<. b. The net prolit o sales ralio shows that the mar-

‘gin of profit is very satisfactory.relative to the
industry as a whole. It can be assumed thal the
Lawn and Garden Shop has a sound pricing
pelicy and that operating expenses have been
kept in lne. ! : :

10

i

Industry
Average/

. &
¥

14.9%

&

'5.0%

2.4% |
9. ;7 times [
§5 days

22

c. The sales to equity ratio shows that the volume
of sales relative to the amount invested in the
business /s low compared ta the industry aver-
age. This low figure s the reason for the some-
what low return on investment oblained by The
Lawn and Garden Shop (all other ratlos are
satisfactory). In order to increase this sales to
equity ratio more sales have to be generated or
inve&tment in assets reduced,




bl

o

e
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Many small business Gw,ne‘rs are often apprehensive
about extending credit to their.customers.\ Since there
is the risk of not receiving the méﬁey, the\owner may

often view credit as one problem which cah be easily’

avoided. Yet, credit has become so much a part of the
business world, that most businesses canngt realisti-
cally avoid- extending. credit to customers. This
dilemma can be solved, or at least eased appreciably,

" if the small business owner understands and appre-

,\)

ERIC

Aruitoxt provided by Eic:

ciates the value of using credit. The owner must be

aware of credit and its advantages and disadvaniages. :

Sound and realistic credit' and collection policies must
be established which accurately reflect the needs’of a.

§

particular business. !

1

in order to develop a credit and collection .policy’

which fits the needs of a particular business, the small ~

business owner will need to'analyze the types of credit

I : i A . o )
available for use, the cosls involved in extending -
- credit, possible rewards tothe business, legal can-

siderations, and the pracedyres for collecting delin-

“quent accounts. It is the purpose of this unit to quide

the small business owner through this analysis so that,
the business will be able to adopt a credit and collec-’

)

tion policy which is compatible with the particular situa- *

tion of the business,

-

_ Unit Objectives

e To provide the studvnt-with the general knowledge
of credit and collections.

s To present inforhalion regarding the advantages

4
Y
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o

and disad&antagés of extending credit to customers,

o To have students understand strategies for de-
veloping appropriate credit and collection policies. ’

) Studenf ‘Objectives

¢ Given adequate information, the student will be able
to:. © .

a. Define credi.

b. List at least two zdvantages of extending credit to
custorners and al least two disadvantages.

c. List and®explain the four basic types of credit ac-
counts that the business owner can offer cus-
tomers if credit is extended and collected by the
business. o S '

d. Explain how a-bank credit card can be used by a
business owner to extend credit to customers.

* -.@, Explain at least two ways the business-owner can

s obiaip iformation concerning the credit applicant.
. Explainthe four C’s of credit and how the four C's -
may be used to determine credit policies.
g. Explain “truth in lending'" as it affects small busi--
ness. 7 ' e
h. List and explain the procedurgs for collecting de-
linguent accounts. :

s Givena périic:ular business, the Sthdent will be able

to develop a credit and collection policy for the busi-

ness, ' ‘ '
. i

v
i
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. What Is Credit?

III What-Types of Credit Can the
Small Business Offer?

- A. Credit is a service which allows cuslomers to obs
tain goods cor services from a business. The cus-
tomers pay for the gcads and sarwce*é at a speci-

. fied date.in the future.

il. Should Credlt Ee Exteﬂded to
Customers?

A. There are several advantages to extending credit:
* 1, Increased sales. Studies indicate that people
tend to buy more if they can defer payment,
2. Repeat sales. Studies also indicate that cus-
tomers will continue to shiop where they have
been granted credit. _

Smce credit is an accommo-

5]

. Builds goodwill.

A. There are four basic types of customer credit ac-

dation to customers they generally have a feel-

ing of goodwill toward the business.

S
4, Provides mailing list. Since the business has
the names and addresses of past customers,
an excellem mailing list for promotional pur—
Jposesis estabhshed

B. There are also several disadvantages of extend-
ing r‘:redlt

1, Im:raases working capital. A larger arnaum of
s working capitdl is needed in order to carry
* accounts recejvable. o

2. Additional casls Credit adds to the cost of
doing business. Accotints must be n‘?’amtaméd
and credit applicants investjgated.

3. Returned goods. Credit customers have'a tan-
dency. to return gaads more often than cash
customers, :

4. Delinquent accounts. Since credit customers
.may purchase beyond their ability to pay, or
with no intention of ‘paying, some losses are

" certain to occur. Even if delinquent accounts
are collected the cost is high.

‘® The instructor may have the students react to the

futuristic idea of a cashless society where all business

transactions are accomplished by credit cards, account

numbers, and computers. Discussion should center
around-how a cashless sar:/ety wauld affect the small

business.”

8 Selact studenzs to psrtis/pate in a panel discussion

AN

or a debate t:r:rﬁc:ern/ﬁg the question of whether or not -
. extending credit to customers is a wise policy for small

busmegses The students might e:antact local business
owners for their opinions on the subjéc:t

a
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1. Charge accounts.
customer to purchase now and be billed at a
specified time. Usually, payment is called for

Revalvlng ¢harge accounts.

counts that the small business can offer if it han-
dles its own credit sales: (1) charge acccunts (2)
revolving charge accounts,
.counts, and (4) budget accounts. \\

(3) in stallment ac-

This plan allows the

one month from the time of purchase, but it is
customary practice to allow a longer period for
payment than that stated» Since the entire bill i3
due at one time, charge accounts are not typi-
cally used for major purchases lﬁVQIVIﬂQ large
sums of money

in this plan the
business grants a line of credit or jceiling
amount of credit to the customer; for example,
$200. The customer may charge purcha'ses at
any time as long as this limit is not exceeded. A
specified percentage or minimum amount of the
outstanding balance must be paid monthly with
interest charged on the unpaid balance.

. Installment accounts. This plan is used for

long-term (usually 12 to 36 months) credit and
is usually made available for major purchases
involving large sums: of money. A 'down
payment of at least 20% is usually rec;unred al-
though some busineszes sell merchandlse\ with
no down payment. A carrying charge 15\3!5@
added to the price. To protect the business,
two forms of legal devicas are available tc)\\ se-
cure the credit: the conditional sales contrac‘.t
and the chattel mortgagea. Both of these pern‘nt
the busmess to repossess the goads if default
in payment occurs. Under a conditional sales
contract the business keeps legal title to the :
goods until the last payment is made.. When\ '
chattel mortgage is usad litle passes to the
buyer at the time of the sale, but the busines

~ has a lien on the goods (the*r«ght to take per!

sonal property of the dehtar as' payment for the\ ]
debt if not paid). . \

N
. Budget accounts. This I:rlan is a form of credit |
-which might be thought of as a short-term in-

staliment account. It is used for itams which in-
volve larger sums of monay than,the regular
charge account, but typically less than the’
regular instalment account. Payments are
usually spread over three months with no
charge for -interest unless payments are de-
ferred past ninety days.



B. To avoid the problem of collection and most of
.1 the paperwork, and still provide credt tor cus-
tomers, the small business may wish to use bank
credit, cards. The business pays approximately
4% on sales made,; and pays an additbinal fee to
join. The busineas glso pays nominal mem bers hig
advertising fees and a rental charge for im printing
machines used for.recording the sales. The busi-
ness turns in the credit slips to the bank and is

C, Accurale informnatlon on credlt applicants can be

further obtained by centacting the lpcal credit
hureau, A business need not be a member of the
crocit bureau 1o recelve a credit report on an-
applicant, but the feu charged is considerably
higher thar that ¢ harged to a nicmber.

). It is a good poficy to send “thank you" |etters to

a2 new credit customers. |t not onty builds good-

will, but also gives the business another oppor-
tunity to explain the credit terms which the cus-
tomer has accespted, !

\ © paid cash for that amount. Bank credil cards afe
. especially useful for a retail busimess. Trave| ahd
\ | entertainment credit cards offer simijar services _
‘ for businesses such as restaurants and motels, E
Oil company credit cards are available for servicae
station businesses, The credit card companies
are res‘pcﬁsiblé for Eclleﬁztjng unpald d ebts,

.t Is also very important to send monthly state- -
ments lo credit customers premptly. It s difficult
o expect prompt payfrnem i the bil does not ar-

. five onttime,
B | . A
' e The IﬁEt!‘uEtOr may bring in diflarent sales contracts , @ Have the stgdanis; develop a st of the items af
frém local businesses to lustrate the fifferences be- A’Hfuﬂl’i'ﬂéﬁén that tFey woufd include on a credt appl- -
| /‘ ~ tween types of crealt. __ . .. - catlon Jortheir businesses. Make sure that a reason is :
y S o o _ - gi\s’eﬁfﬂf éa0k IEarn, C woe
| ® Ask the studenls-to decide whether thelr business : L
- will offer credit through barrk cards or If they will
« . handle credit by themselves, Discussion showuld cemter ‘V What Are 1h§ I_egal égpegts
around the advantages and disadvarlages of each - lnvolved “ﬂth Exien dgng Creadit? -
method. Be sure to emphasize that bamk cards are not
suitable for all types of businesses. " A The primary fegal aspect is ‘thgt the customer is
o obligated to pay for th& purchases as 1he terms
" IV. To Whom Should Credit Be neener o o
Extendeﬂ" A B. Th,e, 7§ru?h lﬂ lemding '?W; gnésteﬁ Ir]r 19}39
: g . states that the terms of credit must be clearly and
A. When handling thglr ‘own Qredﬂ the smal bus; : concisely stated to inclide the finance charge
" ness owners must make the initial demsgn ofto {the tofad of all costs which the customer must
whom credit will bg extended. The loglc al startihg +  pay for obtaining creciit) end the annual percen-
point is to ‘obtain information conceming the cus-, . tage rate o1 interest c:harger;{ It also prohibits thaﬁ;\ '
tomer through the ¢redit applicalion. © useof sales coniracts containireg blank spaces.
B. When analyzing the credit application the four C's C. W?lern alternpling lo collect delinquent accounts,
of credit should be considered: (1) character, (E) the busimess must meet Gertain re quirements of \ i
capacity, (3) capital, and ¢4) cahdmons : the Iaw The busimess cannot use unduse or can-
1in ous harassment. The business camnot send
1. Character. The applicant's pastrecord of pay- any threatening messages which imply jail sen-
~ment or nonpayment should be ‘3313@‘5“&@ ' . terces. |1is wiso 1o obtain legal services before
- 2. Capacity. Even if a customer has a gC:Gr:I credit - estabishing a colection proced ure.. '
" background, he or she may ot have the capa- o
city or eaming: power to pay you back. The o '
temptation of ‘pufchasing beyond his or Her c
means is greatly enhanced when using cradt.
3. Capltal. The applicant’s persomal worth should
be examined including savings and any other
personal or real property.
- 4. Conditions. The eComornic ‘conditions of the - 0 o ,
) community, ‘state, and region should ke con- o
VAR " sidered before credit is extended.
s "
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.\fl MHow Can Délirrquerat Accaunts Ee
Collected? \

A VAheh a custorrer _falls. behind n\pgyments or -
slops payment =logether, the. smailbusmese fas

a severe problern. Dependinsg onthe e;\(tentof 1hg _

- problem itcoud nin lhe bUEhEES

B. Many srall busmess&s QEI |r=§tn 1rcsuble at - ghig
‘ooint be cilise theey clo reo havea systamgtlc vy
of handling delirquent accopnts. Itis suggested
that the folloving prz:;:ce::iures befollowed; /

1

~ment, sendthetuslorner apolte remindér,

E-: It the bl is.nét pad within fiteen da;‘rs of~ 1he
© reminder, sehda stern letter reguegnng |rnr1|e-
dxate payf'fl t- _' - ;

; e clue i-n aﬂ Er'nErgem:y. it rnlght be
N T g r the c;ustt::mer as Iong as, pDSSlEIE

Sthe ils t“jﬁf&!ﬂ?lﬁ& fcjr z‘hémsel\rés tﬁe Esesf msnnesrln
whlc;‘, lo inform credit apphggnts thal ttaey have bezon
Iéd credit withut damaglg N‘Ié gaoocrwill of £he

sness within thecommanity.

o Hlave Sa:h studes\jﬁegrde whazlthe business sho i
I In the fallaw[ng sit atlczm
ol

- longerextend credit L0 ary busiriess. Allmerchan-
| dise” nust now o péd for wpon telivery by the

busiriess to lIs -clistomers? If the" ‘bushess do-
ciles it .reeds rrores workirg capital to Pay £he
( sgppllar where can if be obtained?

‘o JEar::fl studenl shau_ld bre a.ske-d to devefop a csm )

Pléfé credit ard coleclior poley for a particular basi.
ﬂE‘ﬁS‘ ﬁsasonsl’crlhe;raéclgmns shx::uld be glvgn

8& credit snd EQ"EGHDnﬁ ’ o

ERIC

R lf the bilis nnfjpau:i wiihire lEﬁ days of tr;e st:;at5=

u‘

SRS ULy

The éusmess his\ ean inlormed by ts major s eip-- "
pller of mercharidis I\é that the supplier can no - :

busiress. Wil this afléct the crodit poley of the

aﬁwu:re:u;d

Buspew-uomisan

i




o The Shoe Tree /

‘Pat Logan has' owned and managed T he Shoe Tree,'”a snallsh oe store located in Huntsville,
ifinois, for the past year. Since Pat was determited lo gen<ratea “sales.volurme which would insure -
- the success of the business, she has exten ded crexdit on & charges aceount basistoa large number '
of customers over ifie_ past year, if tho customers looked |IHE tﬂey would pay treir blli she ex-
"tended them credit. >
Unfortunately, many of the credit customers have not pa:d the eir ﬂebis Although sales volume
“is high, the business is experiencing a shortage of cash. The pFleél’ﬂ has becorme very serious
since last month Pat could barely pay the busiriess eXpens s, ' o

Suggested Questions for Discussion:
1. What changes in the credit policy of 'The.Shoe Tree” wouldyou recomm encl?

2. How would you attempt to collect thadeslinguentaccounts7

= — — (cover copybelow when xero g tase) ———————— ———

Points To Be Highlighted by the Case: - Possible Scrlutiors:

7. The small business owner mwst underslard and’ I, a _If “The- Stroe Tree” is to continue handling its
appreciate the value of extending credi to cess : owricredit sales, informéation must be obtained
torners. . - . _ L ., . on each dredit applicant. The Four C's of credit

: - sh:wld be . corzsicfered. fnformation can.be ob-

E Sound aﬂd rgﬂahstn: credit and collection pdlicias . ja:ﬁﬂd by rsing a sr&:jn gappiiaai@n .

Jmust be established which accurately refled the

“ needs of a particilar business. e _ b. The use of bark credit cards wauld enable the
, : . T Thaan busiress to exlennd credit to its customers and
~ dls sofve 2he problem of r:ollecung delinquent

- Zccoungs,

2 a dlithebilis not paid withinten days of the state-
. merdl, send thes cuslomer a polite reminder. .
b, #l thre bl is not paid within fifteen days of the
femidesr, send g stern fetter requesung ‘imme-
dlate pazyment, ’ .
- ¢ Ithebillis not paid within thify days of the first |
reméiderr, sénd a ragistersd letter which gives a
Tl - Fhal payme.nt clate. The fetter should slate that
) the account wil be tumed over to alawyer or
v S@IIEECHC:'D ageri ¢y ifthre bl is not paid.

d, 11 tt26 Bl 7S rrol paid py that date, tuin the
- aecaunt overtoa fawyer or-collection agency.

‘ ‘ 308 / +  chditanmd collections 89
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- itisno: k:mger a question of whether or not the small
business should aéivemse All busmesses need to ad- .

*, vertise. But, rather, questions should be asked .siich -

as: what should be advertised, which ITIEdIUFH’ Shauid
be used, how should advertisements be desgned and
when is the, best time to advertise? The 5uc¢:essful
small.business owner must be able to answer these
qu’ssnans because they affect the partu:ular busmees

5

needs and opportunities .. Lt

The students need lo realize that the sr all busmess

must advertise and promote its products or services if
the business is to su:cessfully compete in the
business world. Business owners rﬁus_t,/ acquire the
knowledge and confidence to operate a sliccessful ad-

“vertising and sales promotion campaign, Effective ad-

" vertising and sales promotion will pay dividends in the ,
" form of increased sales volume; but advertising and’
" sales promotion must be appraached as an éxpen&;e
. which needs to be- budgeted, iike any other expende,

JIn order to avoid overspending or underspending.

Advertlsmg and sales promotion are effective facls
whlch will help the small business owner operate a

-- successful and profitable business. The students have

Q

ERIC

Aruitoxt provided by Eic:

long been on the receiving end of advarusements and
sales promotion. Building on this knowledge, )hey need

to look at the topic of advertising and sales pram@tlan :

from the business owner’s ptjlm Df wew /

110

Unit Dbjéctives/ ,

/ to:
/ :

& ",
y 3

Y/ o : ‘;lv
e To provide infogmation needed to make éaunﬁ deci-
sfons.in matters of .advertising and sgles prnmc:tmn ft:ir
a sméllbuslpass C o RN B

ks
.

e To 5@c’gurage students to consider how adké}[ising

. and sales promotion can be useful in d:fferenr types of

busmééses : ™

Student Objectives - |

;;’/ Given a particular business, the stljdent will be a,ble’

a. Explaln the importance fgr a small busmess t«: ad~
-vertise its products or services. . ;

b, Identify the taiget market for a particular busi-s
Nness. .

c. Develop an advertlsement for a partn:ular busis
ness which lncludss Ihg introduction, bat;fy, and
closing. - :

d. List the various media _available for advemsmg Eﬁd
explain the advamages and. disadvantagés of

- each. *

e. Design précedur'es for determining the amount to
spend on adveﬂlsmg and be able to justify the de-
cision. .

f. "List and explain several sales promotion activities
other than advertising. .

sl
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. Why Shouid A Business Advertise?

A. The EQI‘:ﬁQEﬁtiQn; is probably advertising. If not,

* maybe the business can increase its share of the
“market by.doing so. -

B. Advertising will attract new j:uatnrners to a

bus meés which are needed for growth and to re-

place lrostc;ustcsmers L

i

C.A business must prr:rrmte xts products or serv-
ices. Even the best product ‘or service will not be
bought if ﬁ,@t}gdy knows abput it.

D. Adver"l’*lsing should inéreaée sales volume, but
" consistency in adveﬁiilng IS \Necgssary for suc-
cess. soh ] R
, | | L _
¢ Have sludents react to.the flljlftjﬂfing statement; Ad-
varﬁsmg only adds to the cpst of the products the
scnsumsr buys.

owrer's ’palﬁt waew - ,/
’ /

1l To Whom Shauld The Adveﬁising
Be Directed? '

I

A The hrst step in estabhshlng an advertising r::arne

~paign for a business is to select a target market.
. Decide for which group the advertisement is in-

tended (housewives, thildren, teenagers, etc.). S

B. The Qeagraphical area in which the business "
wanis to' concentrate as well as who the target.is
. rr‘lust bé ccns@ered :

¢ Have students gms,exampl,ss of varlous target mar-
kefs, matching products or services with different tar-
gets. (An example would be life Insurance adlvertise-
mems for fééfball games on telswslan ) :

III What Shauld Be lneluded in The
‘ ﬁu‘;lwgrlIserr’nent‘a

A, The advertlsement shouild tell the target market or
customers what. they ‘need to kmow. It shauld'

~ motivate them to buy &8 partu:ular product or serv-
ice. o - .

B.In gerleral an-. adveﬁlserﬂer\t cantslns an mtra-
duc:tlc::n the bady. and gcbgmg

1 Iﬁtruductiun — purpaase isto altract attsntu:sn

L
oy
T

Q 9 2 aﬂvcnirniing and sales promotion
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This statemént should lead into a dis- ’
© | cussion @f the pros and c:r;ns 'of advertising. Try to get
" the sfudsnls to look at adv&rusmg frarrl lhs business

2/ Body - gives details concerning tﬁe product
/ or sgmlce and creates an interast or desire

Glaslng — :alls for action, motivates cftgmer ;

v

tc: buy. . .

C The quahhes ofa gmd advenlsernant are that it;
1. Be anthusiastic

. Be Informative

. Be s!mfﬂe

. Be truthful _

. Emphasize Important features

S N m‘,'m:‘ ‘

'l , ,
o Bring several -advertisemenis to class and have the
staudents pick out the good and bad cnes explaining

their cholces and suggéstﬂinﬁ how they might be im-

proved. A good source is Advertising Age which con-: -

‘tains the ten best advertisements of each ysar A diz-
" cussion of what made these advan‘lseménts the best
.- can .ba generalad - .




-

a

* Have each studem Efépafé‘ an’ ad\remssmsnt of. his
orher own for 5 particular business which includes an
frtroduction, the badgy, and a rlaslng Each ad can be
critiqued byf_the class to'improve the quality of each
&d, . > ‘ .

® Casselte tapes can be made:of focal radio and tele-
vision advertisements and br

tion. The tapes can also be used for studenls to de- '

\e*efr:»p their own r’a‘dlcj advertisements. - ‘
® Dlstnbure the Ifsl of "Fan:tsrs whmh enhaz#:::e crea-
tivity*'to the clJass and discuss briefly. '

e Display some produc‘tl,an unusual jtern, in full wew of
class members.” Ask thé\ students to list on a sheet of
paper as many different I;Ieas as possible for an ad-

vertisernent to market this product (slogans, captions,”

graphics, elc.). Stress “ffEE “wheeling™; it Joes not
maiter how urwsual the ldE’d IS Tell the students they
have aboul eight minules to work on ideas. Afler about

- alght minutes have. them stop wark':ng and tell them to }‘

fudge tﬁen creativity' by the fczllawm g means

H
}

7. Fluency. The fluency score is tha nurnber c:.»f dlf
ferent ideas listed. . v, i

2. Originality. Each respondent reads h:s or helr list
to the class striking. off responses common to*
“one or more other lists. The nurnbﬁ-r of umque re-
sponses left is'the Dﬂgmahty s::c:re

£y

3 Fla:lblllty ‘Flexibiity is the abilty to think in a '

wide* variefy of categories: Examples of cate-

gories might be humorous appeal, sex appeal,

cost appéal, etc.-List possible catsgories on the

chalkboard with the hélp of students; One point s

given for eaph catsgary

':if!:Elaboratmn F*‘re.semlﬂg infarmation beyond the
! basic idea is called elaboration (fifling in the de-

112

tails). Score:one pomt for @ach elaboration of aq :
/ idea. - F .

- Aniesun

- Aunneery

!
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3.

o

E;‘ .

B

T

8. Empiathy aﬁcj _gnl;iefst;anding (frc:q_*a others).

- 9.

'Curic:si_tﬂf — }a iive!y inie%ést in many things.

. Wiiliﬁ_gﬁésétg think aléng‘néﬁitraclitiaﬁél lines. ;
sary.

- Envirorimental Factors ~ ° A | S
, Freedom to think, feel, and act.

. F*reedcm from waﬁf.

Fraedarﬁ frﬂrn évéiUEtFOﬁ l ' -

!Factdr; Which Enhance Creatiiiity

- PersonalFactors

Abihty to chaﬁge — wdlmgr’iess to see Gther Vléwpf;\lﬂts and wﬂllngnes-: to
.adopt or adapt to new SltLJE ions, if necessary.
I3

A desire for questicﬂmg, , . J

o

|
!

: R - . - - ’ o e :
Motivation — a strong urge to acquire new knowledge.

Ability to get along with peaple — socially and in work situations.

Ability to think clearly about complex problerh situaﬁans.

= B

- Unafraid of bemg “c:)ut of step - ablhty tc) be ncm cDri Drmlr‘lg when neces-

4
Vo

N@ﬁ-judgmemgl strn@é;rjhere - naﬁithreaféniné. g
CJ}allerrgmgsntuamr‘-s - L S

\I_, .

Unccndltmﬂal acc:eptance czf one’s worth by éthers

\ h A

]

Freedom tomove at one's own pace.

a . | (
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| IV Whlch Me-dla Should Be ‘ljsed fcr

Advertlsm g7

‘selection. For example, teenagers) rrught best be
reached by a"‘rock’” radio station,..- e S

B. Wnrd of mauth ad\IertEmg is the most’ lmpartant

" and.leasi expensive type of advertising available

- A. The tsrkai markst may have an éffét?t Gn media . -

to a small business. What people say to each

- other regarding a business can either remforce |ts
adveﬁlsmg or r:lestrc»y its ..Jed;bmty

C Dueci Rlail

1. ThIS method of sdverilsmg consists of bro-
chures, circulars, letters, post cards, eté. which
are sentdirectly to potential customers. |

2, Direct mail sliould not be ignored by“small busi-

nessss since it can be the least expenvive
means of advert:smg and yet the surest wgy Df
3 reachmg the target market.

able. A, list of potential ‘customers can be ob-
_tained from the local chamber of commerce, a

. AA tsrget market may_ consist of preserﬂ and -
i past clstomers for which addresses are avail-

local ﬂéWSpEfﬁ)ér or may be bought from an or--

- ganization which specializes in compiling sﬁ

lists.

4. Avoid the use of "Dccupéﬁt”
This canidestroy the goodwill a business s try-
ing lo build by offering the: mfarmatlan to a se-

‘ 7 lectgroup.

i Dr Nawspapar : e

1. Newspaper advertisihg probably reaches the
greatest total Furmber of prospects and is. rather
inexpensive. C.

2. The classified section rnay be utmzeﬂ for some-

. advertising or for certain products. It is less ex-
pensive and often gnts good results

that jocal or nesig hborhood paper.

4. The cost for newspaper advertising is GDfﬂ—“

puted by the column inch or line. Exact costs
can be obtained.by working with the news-
paper represenlalive or salesperson. Obviously

the more space used, the higher the costs. If '~

space is purchased on. a contract basis
(promising to use a certain amount of space for
a designated smount of time), the c:t:st Wlll be

s, ! e

114

as an ad dress.

- 3, If a business is Etterﬂptlng to reach customers »
wilhin a certain geographical area, it should use

E. Radio

m

C . i

1. Radio advertising as a general [ru!e?isx-éniy:
effective when used consistently.: This if often

referred to as “‘saturation’ advernsmg and can
be. falrly expenswe

2. Small or local stations are less _expensive than
major stations and in some casas.are belter -

suited to reach a particular ta:‘gezt:mark;et. is
important to know if the listeners to a particular -

station or shaw are the pmSpects or target
market. LTy ] ]

minute) during the time of dsy whean the target
market is Ilsténmg is lmpartant For ‘example,
different markets may listen to! early moraing
news broadcasts than hsten to rrnd mcrnlng talk
shaws - ' ‘. ,"

4, It is ‘a good ldea to lnvesttgate how the sdver

tisemlents are spaced. If they are all bunched -ﬂ

tcsgetljer a particular advertise ment by a.par-

. Buying rsd:o spots. (generally cme half to one

BN

ticular. business” may be lost injthe group, 4nd

ignored by the target market. -

Television

1. The cost of television advertisiig is usually out

of the reach of most small businesses. If a small”

or local station is utilized, hmﬁslderaticn should

be given to the factors dISGIJSSEd regardmg -

'radm advemsmg f )

E |
@G, Dutdm:r o |
|

1. Dutd@nr advernsmg “may brmg results and is

,not very expensive. Exarnples would be adver
tisements on billboards, buse 5 park bemhes
- ele. .

H Yealiow Pagea

1. The vellow pages secﬂan 4s‘part|cularly useful
to businesses which people r{;eed only an ocea-
~ slon such as a lawn mower repair shop.

2. The yellow pages are: partu:ularly useful to busi- -
nesses which people have a ne&d for only on

accasiaﬁ such as ‘a fawn mower repaw Sh(‘:)p
Trade Journals ' : \ul -
1. Manufacturing and whnlesale busiﬁess\esr ay
find that advertising In the trade journal fo
particular industry is an effective means c;f
. reaching a target msrket‘ for example. retall

businesses. N '

advertising and s‘a'las promotion 95
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- w Have stuc:ients rnatt;h vanaus target markets (teen-

agers, housewives, etc,) with the media which| would .

be most effective. This discussion should not overlaok
the cost factor involved, Remind the students that the

.. .goal Is to reach the most potential customers within -

the targef market for the fowes! cost, . ;’=

t

e Obtain crjsts for advertising in the varnjus medla

within your community and discuss the costs with the

i f:lass, This will add realism to the topic. g

- V. Haw Much Shauld Be Spent on
Adverusmgﬁ '

A There is no one correct aﬁswer to this question.
Four common answers include:
1. Spend all that can be afforded.
- 2."Spend the same amount as thé competition.
3.-Spend a certain percentage of sales.
4. 8pend only what is necessary. _ ,
.The amount spent should be that amount which
results 4:1 the highest profit. In order to know what

that @amount -is, advertising costs must be bud-
geted, kept track of, and results evaluatéd =

is to watch the sales figure. If sales increase as a
result of advertising, then it is-paying off. When
- the point is reached where the extra cost of more
advertising is greater than the -increase in sales,

then the business is spending too much on ad-'

vertising. Another way to evaluate advertising Is
to ask customers where they found out about the
. prt:)duct or service. Gounts can also be taken be-

C)ne way to evaluate advertasmg results in general,

fore advertising and' after adverhsnng to measure

sales volume.

‘@ Have the sludenis develop an ad\sértisxing budﬁet for

a particular business glving reasons for their decision.

VI. What Can Be Done to Promote a

ERIC

wll Toxt Provided by ERIC

Q ?6 ndvarﬂslng and salas promotion T o _L,‘
A . - T, 1.

Business Besides Advertising?
A. Window Display o
1. This is an |mportant means of promotion to the

srnall busmess which is well within |t5 financial

r‘nean 5,

2, ltis possible to get Idess from a window display
firm or fre'e of charge from display magazmes

E 3. Be creative. The business can buy inexpensive .

~ materials h:: highlight hﬂhdays and cc:rnmumty
“avents, L

i .

"4. To provide vériety and a “new iﬁD:k to aretail
store, a window dlsplay should be changed at -
least every month, » :

" 5. An art student from the logal h:gh schcf:l may
be helpful in prepaﬂng window displays ‘

B. Interinr Display
1. The following suggestions for mterlcr dnsplay‘f
rmght be helpful: .
a. Relate displays to other types of adverhsmg
being used. : :
b. Place dlSplays at strategm pclﬂts (near eﬁ
trances, at cash registers, on aisles, eic)
c. Use displays which relate to seasons, the
weather, -and the hclldays

C. Other Prummluns

1 Methods of pmmétiﬁg your products or busi
" ness other than dlsplay angd sdverhsmg might
include:

. Fashion shows -

. Demonstrations

. Free samples

Premiums or coupons

: Trading stamps

Contests or games

"g. The use of a logo or symbol which will aid
customers in relating products or services to

To.a partlcular busmass

o

@

m.—*«mp.n‘u—m

e Have students develop a t@tsl sales prgmatmn cam-
paign to-include sdverlising, display, and-any other h
means of promotion that could be useful In promoling a
particular business. A




e Divide the. c:lass into. two groups, each representing

a business, to develop an advertising and sales promo-
tion r:ampalgn for a computer lawn mower, This lawn

mower is programmed to cut the grass by itself after” '

just one mowing. (Another product can be used as
long as it is not already on the markel.) The cos| of the
comptiter lawn mower is $500. Each busméss has
been given $1,000 by the suppliér to usg for promo-
tion of the product. This $1,000 lS‘EhE,!IIﬂJt for promo-
" tional sgend:ng Each business Ig in competition with

the other. Estimates indicate that the marke! can ab=—-.

_ sorb approximately thirty mowers. A good adwvertising .
and sales promoticn campaign Should include the
followihg: .

1. Selaction of target marksls.

2. Selection of proper medu.a to reach target -

. markets. ey

3. Awareness of casx f&afars (c;nly §1,000 lo
spand). . e

. 4. Creation of a good advemsemefvt
5. Alternative means of promotich,

Thi§ activity should take appréximzats;ly one hour, Thitty
minutes should be given each gioup for preparation .

and thrrzy minutes for presentations .and discussion. If
. the groups are too large, use twd pradur::ts and four

groups: The instructor may want $0 assign the project

at one class-meeting and ask that the presentations be
-made at the next class meeling.

1ig

Aunpeasny

Bupjew-uoisioag

- ebueyD
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Johnson’s Sporting Goods

o

 Johnspn's Sporting Goods is a retall store’ which carries top quahty spartlng goods. lt is
located in ¢ Qallege town of 50,000 people. Until recently, Mr. Johnson had enjoyed a great deal of -
~. -success: His had been the only sporting goods store in town. Mr. Johnson felt that advertising was
a cost he could not afford, and relied on word of mauth promotion as his only means of promotion.
v Six months ago a new sporting goods store was opened across town. This competitor had
done a great deal of grand opening advertising in the newspaper and on local telewsmn ,and radio.
Slnce the the new stnre had caﬁtmued to adverhse heavnly Cc:st seemed ta be of httle canceun

BUMEW-UOISIOA] .

.Jc;:hnsaﬂ found :Dut that it has always been their palu:y tc advernae heavnly It seemed clear tc: Mr
Johnson that they were trying to advertise “him out of business. Mr. Johnson knew that he would
have to start spending some money on promotion, but he could affﬂﬁ to 5pénd only a fraction of
what the c@mpetltmn was spendmg

i,

Suggested Questions fci‘ Diséﬂsé’ién:

1. Does N"ir Jehnsm ne ed ta promote hiS busmess? Can he affcrd the additional expensa?

. E What suggeés tlc;ns da you have far Mr. JDhﬁSDﬂ to prcmcte hIS busmess and Draduc:ts'?
A
‘ .
o %%5
98 adverliaing nnd 53!55 prammlan ) » l | Y]
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Eginis To Bév;Highligfhted by ihe C@_;_se;:

Advemsmg and sales promotion Is a necessar}f ex
panse for any busmess i )
- s

- Advemsmg ‘and sales prﬁmatmn should be dlre::téd.
taward a Sﬁec::flc: targat market .
Since thsre are several methéds available for pro-
moting the busmess and its products, advertising
and. sales pmmauan does not have to be a large

' expense. o

Possible Solution: -

1.

Mr. Johnson, like any business owner, needs to
promote his business..Since his has been the only
sporting gacds store i town until now, Mr. John-
son has not had (o spend money on promotion in

the past. However, the bugmess was probagly
losing sales as a fesult’ of not promoting its pro-

ducts. The business Is now In a position where it
must spend some money on advertising' and sales
promotion in order lo compete. -

Mr. Johnson needs to identify his target market -
_and direct advertising and sales promotion toward

that group. The target markel for Johnson's
Sberl’ing Gaods Fﬂay E:a sﬁllegé siudents S:m:e Mr

mc:tu:\h budget he may elect ta use aﬁy ar all c:f the :

fDIIDWIﬂQ*SUQQSSlIﬂﬁS

a. Yellow pagés of the telephcﬁe dIFECfoy

" b, Dlre;t mail

C. Newspaper (the callege newspaper may, best
reach his target market.)

d. Contests (drawings, games, elc.) .

e. Sponsor .a local athlelic team by offering free -

uniforms with the buslness name appeanng on
them. .
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A

not always conscioys -of: -{He

tions -and interaction which ‘is rd&velﬁggd
!th both emplmyee% and custorners., Cartaaim,i ' they
re awarg that they give directions and Instrutf:ti::hs to
E emplnges as. the day progresses, and thiat they

jeet and
successiul entrepreneurs do-more tham pass roldtine

" directions on_to their employess, and more than just

tential,

talk to their-customers about pyoducts. ghtﬁemreneurs

the owner wants the business to operate at its full po:
real communication must be established be:
tween management, employees, and the cusiorners.,

In order for employees to put forth a sincere .effort
they must feel as though they are am integral part of

“the business. They must fes| thal their opinions are

istened to, and that it Is beneficial Tor them {0 !’.jD meore

_than merely put In, their lime, While custawears ey

tion. ‘ "

The business must develap a f::llﬂwlnq of. remeal

“'customers. In order to keep people coming | back, as

Q

ERIC -

Aruitoxt provided by Eic:

- well-as -attracting new customers, it I8 essential that

kk to customers throughout the cay. But -

- should be fully aware that their business operation .
-must be founded on good human relatiorms principles, If

randomly choose to pafronize.he business, it is not -
this type of custcmer that wlil build as uacessfml opera-

. bloy ee relations Mlhin A businessi

thgr'e are gcmd r‘elstlr;jn-s bEtWEEI"I‘ s I:3 customers and
e business .. i

The success ol a Lgsmass Is c;ften a result of the -
image fhat it ;::rager:ts to the customer. This image Is .
directly related to the almo sphere. created within the -

beisiness. An atmosp hegref of op-enness, haﬂssty, and’
genure intérest in the cusiomer canrot e created by
ermployees unless the;y are’ dealt ‘Wlth in a. sirmilar
manner by managernent.

.

v x

This wnit will sug gest procedures for estatrl]shlﬁg a'

positive atmosphere within the business. The estabs
ishment of gocd er’ﬂ;}lﬂgee and c:gmr'numty relations is
essential for success in business. '

. .Y =

Us‘iH ijs&ﬂves*' _ T _
\

o To llustizle IFie impﬂrtance of empa'ayee felatmns

foa busl?iess_ o , S

) To prauldf: 5UQQQSHSFI$ Jorexsf;

s 70 ezm:hss;rze mei Ifn[:oﬁangaa*’ of c;wﬁm‘ur::ty rela

. lons to & bushes s, _

o To provide suggestions far esl&blrshing good com-

szn;!y Telatio ng. , .

&
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Student Objactives

e Given ‘a list. of various leadership characteristics,
the student will be able to:

a. Identify five .of the most important characteristics

of a leader and justify why each of the charac-
teristics are important,

' b .Determine which of these leadership character-
“Istics the student possesses . and which ones the
‘student needs to davelap

c. Devel@p a written plan for psrsonal attamment cuf
rhese charsster/stics g

e

o Given a hsr ‘oftactors which are important to good

employee attitudes,on the job, the student will be able ..

to rank the vanaus far:mrs asto ths/r lmportanc:s _;f

e Given a particular business, the student will be able
to develop a list 'of ten personnel rules, which will .

o serve as the basis of the business' emplcyee relat/ons

pragram

@ Given various employee relations problems, the

student will be able to determine the hest ways lo
handle the problems. -

e Given several reasons why customers elect to pa- -
tronize a particular business, the student will be able to
develop strategies that rmghr attrac;t customers to the: '
business. :

R |

e Given a Ilst of questions concermng community re--. -
lations, the student will be able to answer the ques-' ’
tions ln rélatlan to the operation of a part:c:ular busi-
ness, " ou - .

e Given a list of activities for a variety of community -

. organizations, the student will be able to determine

three specific 'ways the business person’s expemse
could be of asszsram:e to each orgamzat:on

o G/ven a particular busmess the student will be able
ic uétermme which activities or duties could be dele--

. gated to employees. .

lmpartant'-"

A. Many atudES show that emplayee relations is Dﬂés

of the pnrnary reasans far success or fallure of a
business. ;

. Is called leadership. Leadership in the small busi-
" niess is the art of gettmg employees to do tasks
wrlhngly with sincerity and w:th commltment

C. Poor Ezmpk::yee relations can cause a high rate of

. employee turn@ver The time and ‘money spent
~ training new’ emplayees represents a substantial’

.- expense to the business, ‘!‘Hfﬁ“ﬂpﬂﬁaﬂf*f&«—the
- success of the buaness that good emplayees are -
— _retalned o : .

° Dr.stnbute copies of the fallowmg Léadérshlp Char-
acteristics Sheet to all of the students. Instruct them o

that they are to do the’ fallowmg ‘

so

-a. Seileéf thé fl\IS most :mpan‘ant charar:réristir:s

need to develop. 2

102 employaeand community relations .
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B. The way in which the owner manages emplcyees

c. C;‘lrcle rhase charactanst:cs that they fEEI they H




Leadérship Characteristics Sheet -

_ Below is a list of leadership characteristics which might be used to describe 'a successful
entrepreneurial manager. Select from this list the five characteristics which you feel are the most
important for a leader to possess. Rank the five characteristics in order of importance. Review the
listing again. Check those characteristics which you believe you pmssess Circle those charac-
teristics which ycsu need to develap '

Initiative
' Interést in people-
ngiprgan%zed N o / . S
| ;Dijive and enthusiasm : : - |
Intelligence |
" Emotional stability
Cultural interests :
‘ G@ﬁ;rﬁunicaﬁ@ﬁé ability | ' .
Loyalty v

independence

Sense of humor

Good socializer

" Respect in communiy - *
Self-confidence . ., 1 . o |

Knowledge of the business

Awareness of local issues,
Physical health

‘Financial independencg




Plan for Personal Development

Desired changes in personal development that are unplanned are rarely realized. Use the
following form to plan the development of those characteristics which you circled in the previous
- activity (those leadership characteristics which you need to develop). You may wish to add char-
acteristics which were not identified in the previous activity. Keep. this sheet and refer to it regu-

Jarly. Modlfy the hst when necessary ~

Characteristic Plan for Development . When This Will Occur

1. |

f -
2.
3.
4.

.l B, .

[
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it. How Can Emplqyees Be an Integral
Part of the Business?

A Employeeis must feel that they are an integral part
of the business. This can be accomplished by
giving employees responsibility, recognition and

réward, Employees must be shown that the

success of the business depends on them and
that the future of the business.is closely related
to the employees’ future.

B. In order to do a good job, the employees must
know what'is expected of them. Good communi-
cations must be estabhshed between managers
and emplgyees

ixMany studies have been conducted pértainingmir;r
factors important in devéloping good job attitudes.” Re-

' sults of research studies vary somewhat, but money

and other “logical” items are not usually highly rated.

 According to the Small Business Administration the

following items are important to group morale: "

Ranking Item..
1. Security T
2, Interest g
3. C)ppcﬂunity for advancement Y
4, | Appreciation %
. 5. Company and management &
6.  Intrinsic s&pé‘éts ofjob '
. 7. Wages S
8 Supervisian.; ;
9. Sécial aépécts of job
- 10, . Working conditions
11., -Cormmunication
2. Hours |
N Ta . Ewse
14, Benefits

e Before presenting the above list to the students,
have students prepare their own list. Have students
rank,. in descending order, those factors which they

think con!nbuie most to group morale. After students
have c:ﬂmpleted their lists, the instructor can present -
-the above hst A-comparison discussion of these fac-
" tors should fallaw -

i .
i
; [

T

[,

i
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o Have the students determine their “ten command-
ments" of management-employee relations. These ten
rules should form the basis of persannel policy for a

- business. Students should then present their lists. te

the class. From these lists a comprehensive list of
rules pertaining to personnel problems might be de-
veloped

C. An operations-manual which ¢ontains job descrip-
tions for every position within the business should
“be available , for employees to
employee haﬁdbcak which lists rules, regulatlcms
and employee benefits should also be available.

J

. In order to devote most of their time to manage-
ment actwmes it is necessary that OWﬁEFS use
their t:me effectively by’ delegating resp«:r‘nsnbnhty
and authonty whenever possible. Due to the inde-

" pendent nature of the entrepreneur, delegation is .

often difficult. However, successful'management

of the business depends”to a great extent on»

‘management of time.

® Llsing the strhasd projector or ‘chalkboard, the in-
structor may show the class the following chart, Stu-
dents should detail their use of time during an average
day. Next, %k the students to determine which ac-
livities or dut es could be delegated to employees. It
has been sugdgested that duties which consistently
take up more than one hour of time each day should

. be delegated

- /
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~ Management of Time’

»

’;’iThingleo ‘ Haw]Dé Them | WhylDo Them
! L ’/ !
8:00
8:30
9:00 S
Q:éD
10:00 '
10:30 B
11:00 |
11:30
12:00
12:30
1:00
-1:30
2:00
2:30
3:00
33@
4:00
4:30
5:00
125
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IH Why Is Ccmmumty Helatlons

Imaonant‘?

A.Good business-community relations are neces-
sary for establishing a positive image within the-

community. The |rnage created will have a great
effect on the arnoilnt of bu;mesz- that is gene-
rated.

IV. Why Do Customers Select
Particular Businesses?
A. Why do customers elect to patronize a particular
- business? This is a question that the small busi-

ness owrier should bé able to answer if the busi-
ness is to be cgmpetutlve :

B. The following are motlves that encourage a cus-
tomer to buy at one busmess rather than aﬂother
1. Convenience
2. Variety of selection

. Price of goods or services .

. Quality of goods or services

. Courtesy of employees

. Integrity of the business (reputation for fair-
ness) ) ’

@ O b W

. Services offered (delivery, credit, returned

goods, etc.)

o~

8, Atmmsphere or enwranrﬁent of business

‘o Have the students divide into sméil groups by type

of good or service being sold. Each group should dis-

~ cuss the motives listed above and develop strategies

that might be used to attract customers to their busi-

. nesses by :the use of these motives. Each group

should then pressnt thsir Stratégles to the class.

V:How Can the Buémegg Promote.
Gand Cemmumty Relatmns"

A Make sure the bbsmess is a fnendly place Thus o

wxll create gaadwul and the customer will have a

pGSItIVE attltude about patromzmg the business in

the future.

B. Respoﬁd to GUStGméI:S promptly and courteously.

C. Take a genuine lnterest in the custcmer s needs -

and wants. This is one @rea where small business
. has an advantage over larger competitérs.

D. Most customers expect a business to be clean *

and-neat. Displays and merchandise should be
fresh and interesting. -

. Become involved in community affairs, and have
the business help promote community activities.

F. Small business owners become so involved in the
daily operation of their business that they do not
participate in community activities. Not csnly can
persons in business serve their community, but
goodwill is also created by demonstrating an in-
terest in the community and the Eommunlty s fu-
ture - . s .

f

F

o Students should list the c:ommumty ac;t/wtias in

_which they participate, and also_list - cammumty ac-

tivities or organizations to which they cguld r:antrlbuté
some experiise or knowledge. I
: ) | ‘ B

- Could

Presently | )
Participate

Farticipate

Organizations and Aﬁf{iviﬁésx
{Community, school, work)

;ﬁu!}[ew-umysmaq

Aniealny
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e Jo gsE studsnts to examine thelr own attltudes inthe
area of persoﬁal lelatmnsh:ps each student ;w[ll bé
or ”ND” and glve reasons far their answers Afiéf the
students have lndlwdually answered the quest:ans the
instructor can initiate a class discussion on the relative
imporlance of Each item.

1. Would you have a policy. for the business con-
cerning good community relations?
2. Would iydu -écnstgnﬂy guard aéainst business ac-
tivities conflicting with the public interest?,

3. Would you know each of the graubs which ‘make
’ up an important segmem‘ of your frrm 's clientele?

- SBewiRs

4, Would you take regular steps to see that each
. group receives the attentn:n that it dsserveg'?

Would you mamtam goczd relations with regular
employees as well as temporary help?-

o

]
. j
6. Would you have an. established -system for in- !
" forming emplcyees of your f:rm gbjectives and '
; pohw:lés? ‘
7. Wculd you try to keep lnfrjrméd of what ths publn:
' thlnks of your business? _ i

.6, Based 'on infarrjation received from variolis
sources, would you try to make improvements in

the l::usinass‘? o
9. Would yr/:m make a conlinuous effori to e;.tabllsh
. / . gaad ﬁ:czmmumty relations or merely be mwolved in

thesa act:wt:es periadically?
10. Wz:uld you insgist that all of yc»ur busmess ac:t:gns
. bé campletely honest? /

{

"11. Would ycu,rémmd yéur employees that selling,
+ serving, and- good community relations are in:
geparable aspec:is of a businsss? _ :

—

12 Wauld your premises be well kept and appéahng _
<to customers? _ : S
13. Would you ha\fe a policy of encouragmg yc:ur'
~ employees to be active in. community tjrganlzatlans
of their choosing? :

i

Q 08 aﬂmplgygagﬁd community relations * * } / k - .
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L qustn ners; The frequency of employees being absent from work has begun t

‘ments for the mechanics were being sought. -

Roy’s Auta Répalr | '/

Mr. Roy Jones is the owner and manager of a fairly large automobile repair shop which
employs ten full-time mechanics and three full-time body and fender specialists. 'Mr. Jones opened
the shop about eight months ago, and the operation ran fajrly smoothly far,’ about six months.
However, during the last two months Mr. Jones has nDﬂced_ change in the ttltudes of the em-
ployees. Mr. Jones has begun to notice that hi employees have beeh spendln ‘a lot of time talking ™~
instead of working. At the end of the day they'leave their work area without cleaning up their mess.
The. quallty of their work has decreased, as evidenced by -the increasing n;/mbér of dissatisfied

increase. Two good
mechanics quit during the last month, causing the rate of ccmaleted work to «drop while replace-

Bunew-uoisioag

_ Mr. Jones serves as the general manager of the entire operation, and every employee reports _
directly to him. Each. employee must check with Mr. Jones before proceeding with any work. Mr.
Jones feels that by requmﬁg each employee to check with him before warkmg on a car, he can
keep in better touch with the work that is being done and avoid errors made py his employees. -

Each er‘nployee receives the same beginning wages and raises are g;ven uniformly for each

‘s‘mmw‘amw RLIT

- year of service. with the business. Within the organization all E'nployees are ranked the same and

treated equally. Mr. Jones feels that if each employee receives the same/waue and no one em-
ployee is in a pasntlcn to supervise any other employees, problems resultupg from jealousy among
employees will be avoided. Since Mr. Jones pays his employees the gmng rate for mechanics and -~
he has eliminated competition between them, he cannot figure out why his employees are-be-
camlng dlssansﬁed with their jobs. : r

i -

Suggested Questions for Discussion:

1. As a manager list the major problems facing Mr. Jones.

' 2. State two possible reasons for each problem and offer ssluﬁans to alleviate each pr?blem.

F

P“v
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Points To Be Highlighted by the Case;

" 1. Employee relations is extremely important to the L /:

succeéssful operation @fs‘busiﬁs’ss. . L .
2. Employees must feel that they are an integral ) - .

part of the business. ! ; / ) 2

3. Delegation of authority iis a necessity in any - _ _ Lt ]

business. ,__ ' ‘
/
!

/

Possible Solution: | S ’ oL L

A The problems can be attributed to decreasing em- . : o
s playee morale over the pasi two months: " B o S

a. Employees are spendlng téo. muv:h time: ta/kmg
lnstead of working. o

b. Emp/ayees are falling to msmtam the néafﬂESS o ’ - )
ar)d cleanliness of their work areas. : . !

c. The: quality of woik is decreasing, which is re- .
su/tlng in dlssatlsﬁed custcmérs

d. Ff)f -rafe of employee . absenteeism: is in-
cr }35,"7_9,

W

8. The rate of employee turnover is increasing.

2. Two possible }ﬁeasans; for the bocr employee : )
morale at Roy’s Auto Repair are: * : : ERAEE

a. Mr. Jones dces not delegats any author/ty and
responsibllity to his emiployees. ;

. =~ b.There is no Qppc!rtunn‘y fc:r employee advance-
.zr-' mént ” :

Mr. Jones can begih to delegate authority and re-
SanSlbl/lty to his ernployees by allowmg them h: begln

for emp/oyees to put forth a Smr:sre effc:rt they must :

fee/ as though theéy are important. Employees must be

given an opportunity to become an integral part of the

successful operation of the business. o .
It is important that employees’ be treated w:ih équal

fairness, but employees must also be given an oppor-

tunity for advancement. It is important for employees to :

be able ‘to view their own future growth as it corres-

ponds with- the growth of the business. Mr. Jones

- should probably indicate a system of promotion and : S _ _ ,
advancement based on employee performance. Pro- . ’ : ' .
motions might include greater responsibilities and rank » T . ' L /:
as well as monetary rewards, " N _ Lo ' o J

Q 1 1 Q amplﬁyag and _community_ relatlnns R e
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Statistics show that'many small businesses fail wnh
in the first few years of operation. Many of the prob-

lems causing, or- atmbuhng to small business failure -
. could be overcome, if the owners had information and

assistance in their problem areas. Information and as-
sistance are available, but all too often the owners are

_either not aware of it, or are unwilling to tal-ce advan-

tage of it.

Desire and Qppc:rtunity to start a business will not
automatically guarantee success. Small business
owners do not normally have the knowledge neces-
sary for uriderstanding and Operatlng all aspects of a
busmesg operation.
= TO operate profitably, small business owners must
have & great deal of knowledge. The small business
owner is at a disadvantage in this regard. Big business
has management specialists throughout the organiza-
tion. However, small business owners myst be fairly
competent in all aspects of business operation. It is,

-therefore, essential that small business owners receive

as much information and assistance as possible. .
The purpose of this unit is to indicate the potential
sources of information and assistance. Equally as im-

portaid, the unit is designed to encourage owners and -
_ potential
sources to their.best advantage.

small business owners to uiilize these

'

T s

Unit Objectives ' :

o To illustrate the available sources of information
and assistance for owners of small businesses.

e To encourage the students to take advﬁéntage of
available information and ass stanc:é when stamng a
business.

- Student Objectives

& - Given information regarding sources of information:

and assistance, the. studem‘ w.r'! be able to:

a. Identify psrsanal Sz‘réngths and wegknéssss
. which would affect the operation of a business. _
b. Explain why assistance and information from out-
_Side sources are important tc:t success in Qparai

ing a DUSIFDESS L Y

¢. List and explaln at least three reasons why per-
" _sons in sinall business fail to. abtam lnfc»rmatn:xn
and assistance frarn outside sources. :

"d. List ten sources of information and assistance
and explain their value to small.business owners. . -

obtaining information and assistance 1 1 3

L



EF

I, Why Do All Small Busmesses Need
Help? *

A._The-high-mortality rate among small businesses is
a primary reason why the owner should seek help
whenever possible.

B. Small business, owners, especially in the begin-
ning, should recognize that they have limited man-
agement ability and experience. In order to com-
pensate for this, they need to turn to sources of
information and assistance for help. -

C. Almost all small business failures result from man-
agement mistakes and errors. Due to its limited
capital situation, the small business cannot atford
major errors in management. However, most small
business owners rely on their own judgment to
solve a problem, even if they lack knowledge in

“ the ﬁroblem area.

e Have sach student develop a list ‘of prominent’

causes of small business failures. Then have each stu-
dent determine the aspects of business operation from
the list in. -which they are competent,. and those

aspecls in Wwhich they would need additional informa- ~

tion and assistance. From these individual lists, a com-
prehensive list can be developed on the chalkboard.

‘This activity could lead into a very good discussion to

| :
1 1 4 nbmlﬁlng intormation and gasistan:e

C

make the point that all persons in a business need help
in areas relating to the operation of a business.

Il. Why Don’t Small Businesses
Receive Help from Outside
Sourcées?

..A Inmany cases owners and managers are unaware

*  that information and 35315tance are available to

themn.

B. In many instances, small business owners are un-

willing to Seek help that they need. Although this .

. might be attributed to their independent nature,
the attitude that they can be successful without
afty help or additional information:-.must be
changed. The amall business owner must realize

that it is not possible to be an expert in all facets

of the busmes operation.

c. Many tnmes small business owners claim they

carnot find time to obtain information and assis- .
tance. This usually results in decisions which ad-’

versely affect profits. Time must be set aside to
obtain the necessary information and assistance
50 that ségund decisions can be made.

199

D. Most. small business owners contend that they
cannot afford to obtain outside assistance. They
consider it an expense which Is unnecessary.
However, it really is a case of spending money to
make money. in addition, much of the information
and assigtance is available at no cost to the busi-

‘ness.

A

ll. Where Can the Business Receive
Assistance?

A. The following people can offer valuable informa-
tion and assistance: employees, customers, sup-
pliers, and other businesaamerg .
1. Employeas. The people who work for a busi-

ness have aﬂswers to some problems of a busi-
ness. DWnérs should ask employses for their
advice and assistance. ‘Information on items
which are sellmg well, stock position, and cus-
tomer athtudes is available from employees.
They are in a gc:od position to give advice, but
they must know that their opinions and ideas -
are valued by the business.

2. Gpstamers .These people are in a posmon to
give information on the products and services
they buy from a business. Business owners:
should ask customers for the information. There
is not-a better source for information regarding
the competitive strangths and weaknesses czf a
business. - 72

3. Suppllers Smce a supphar s sUCCcess depénds
on the businesses being served, the supplier is
vitally interested in the operation of the busi-
ness. Many suppliers are in a position to give
sound management advice. The supplier's rep-
‘resentatives should be able to explain what
services can be provided to a business.

4. Other business owners.
have common problems and the owners may
be willing to discuss these problems. To a great
extent, the competitive atmosphere ‘of a. busi:

.ness has not stimulated this type of relation’
Many businesses, are finding that by sharing
their ideas concerhing their problems, they can
all improve théir business operations.

B. Professionals, including, lawyers, accountants,
bankers, aﬁd mansgement ccnsultants can gwe
valuable advice to a business.

1. Lawyer. A lawyer.is a must fcr handhng Iegal
problems of a businesssA lawyer can also help
a business avoid problems. A lawyer can offer

. advice on such problems as: taxation, organiza-

Most businesses”



] tiqnal%structure of the business, and govern-
- ment regulations and ordinances.

2. Accountant. An accountant can do.mare for a

business than just prepare the finapcial state- .

ments' Becauss of continued exposure to busl-

nesses with similar problems, an accountant
¢an suggest ways to |mprove the financial posi-
tion f;f a business.

3, Banker. A banker should be consulted more
often than just when a business needs a loan.

The banker-is, in a position to offef valuable in-" n a0

farrﬁat@n on economic conditions and trends
within‘a community, and is able to offer man-
agement ‘and flnam:lal adwcé

4; Management cansultant Small ‘management
consulting firms may offer information and as-
s:stange to - businesses regafdnng specialized
problems. Most consulting firms will quote the
small business a fee for ‘a specmc jl‘.ib to be ac- -
ccmphshed . E

R Edu:ailonal institutions. There are vanaus man-

agement trammg prograrns which are available to

small businesses. Two examples would be the

Small Business. Administration Co-sponsored Ad-

ministrative Management Courses ' (contact the

nearest SBA field office for details) and adult edu-
cation classes affered by many high schools and
communlty Ealléges \

\
,Eusmeas ESS\QCIEUQHS can offar IﬂfQFmEtiDﬂ and
assistance to: small businesses. Examples would

associations, crédlt bureaus and the Better Busi--
- ness Bureau.

"include the lacal Chamber of Commerce, tradé\

1. Chsmber of Commerce. The local chamber of
cemmerce offers information from most govern-
ment. agencies; \\and gives the small business
owner a chance\ to become acquainted with
other busmess oWners. e

2. Trade assuciatians Although  many small

. b_usmess owners belong to trade assaciations,
few obtain all of the assistance and information
that' they are entitled. Most trade associations.
hold meetings to discuss issues, problems, and
trends. within. a psrt ular trade. Bulletins and

" journals antainlﬁg valuable information are
usually avallable to’ members C‘.oﬁsldermg the
.many services offered by most trade associa-
tions, it is important for the busmess owner to
'belong to this organization. S

3. Gradlt Bureau. The local CFEdIt bureau ::an be,
of great help in evaluatmg credit “applicants.

\

\

A
\

This servica saves the small DUSIﬁESS OWner

+ much trouble and worry. i

1)

W

. Better Business Bureau.

-and information to small businesses| The godls

. . loaﬁs

Checking .with- thls
organization before doing business with a firm
can save the business owner tlme worry aﬂd"
trouble ln the long run. .

E. chernrnent agencies ¢un be of great as&stahce
to small businesses. S

Small Business Administration. Dna t:f the\ .
most helpful agencies to sma"" busmesses{ |¥' :
the Small Business Admlnlstratlcn Its purpo e?\

is to offer flnam:lal and managerﬁant assistan é .

crf the SBA are accomplished through:
a Guaranteemg vanc:us types of small busmes o

I:J. Provudlng managzment assistsnce (caurses '
workshops, conferencea clinics, etc.)

c. Publications. The SEA issues several series
. of publications which have proved to be val- \
uable to the small business owner. These

publications include ‘the Small Marketer’'s
. Aids and Managsrﬁant Alds for small manu-
- facturers. . . -
d: Service Corps of Retired Executlves ’
© 8.C.ORE, is a volunteer orgamzatnon co-

sponsored by the SBA whn:h provides free
anagement counseling to small businasses.

. Internal Revenue Servicé. Although the IRS is
predominantly concerned with collecting taxes,

it is a good source of lnfcrmatlan and assis-
tance concerning taxes.

/". I
. e

. Bureau of the ansusg_Every business owner” "

should become familiar with the types of infor- -
mation collected and ﬁ:ubhshed by the Bureau
of the' Census. Census gata can help answer

* such questions as: . -

a. Wheré are potentlal customers Iocated’?

b. Whit is the mcof‘ne of potentual customers?
g, What is the age sex rﬁarltal and employment

. status of the potential customers?

d. Is the number of people in a particular market '
.+ increasing. or decreasing? (

The Bureau of the Gensus publishes the Can-

_ " sus of Business, which contains information on
. the’ whclesa!e retail,

and service trades. By
usmg busmess census figures the QWner can,

- answer such guestions as:

erchandise lines or ser\nces agre . -

a ln whlc:h
campehtors maklng their - greatest sales
‘ valume'? ] ‘\e‘ - AR
's‘;.», - B
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crease in $ales be expected?

¢. How does a particular business eempere with
“similar buelneseee regerdlng “sales volume?

4. Publi¢ library. There is a weaith of information
" - available.free of charge for the business owner
- at the local library. Librarians can make. sugges-
tions and locate materials and: references whleh
ST weuld be helpful to pereene in buerneee CL
. Heve e etudent contact the nearest Small Eusmeee
.. Administration office (Fegarding those areas of help
- available to the small business owner. The student

. - eheuld preeent the findings to the class.

R Heve a etudent r::enteet the local chamber of com-.

“ merce regarding’those areas of help available to the

. v small business ewner w:thln the community. The stu-
T dent ehould present the fmdmge te the class.

' i},Heve etudem‘s write Iet’t’efe to the various govern-

iment agencies, other than the Small Business Adminis:

,ﬁ;trenen eeneermng the_types.of information_and. eee:e-'

tenee whleh are available to ernell buelneesee T
7 =1
, S ?
. ¥ !
i
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When ehould e eeeeenel increase or de-
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-The Crafts 'Shap

=

Mrs. Smith has spent mahy years producing glfts and arts and c:rafts for her famlly and friends.
She belongs to a county arts and crafts.organization and has many friends who also produce hand
crafted items. Since her children’have grown, she has had more and more time to devote to hér _
crafts. In fac;t she began producing far more craft items than .she could use. Soon she began to
trade “craft-items with her friends..She began going to craft shows and exhibiting and selling her
* wares. She found that her products-sold well, but she and her friends-could still make items faster
than they could sell them. She then decided to approach local merchants to determine’ if*they
“  would sell some of her crafts. Some merchants indicated they would, but only on a small scale.
At this paint, she reached a turning point in her approach to the sale of her crafts. She could
make her items faster than she could sell them at craft shows, to friends, thrpugh local merchants,
©oor through trading. She felt that the only way to sell the crafts that she and her friends produc:ed
was to open a crafts shop designed to sell only crafts and craft supplies. =~ :
She talked to her friends and they all agreed it was ‘a great idea.' Her husband also thcught it
- would be a profitable business venture because there were no craft shaps in the area, Mrs. Smith
decided to go into the business of selling her crafts as well as the craft products of her friends.
She also decided.to handle a small amount of craft supphes :
- . The first problem she had was to decide on a location for the shop. She looked,at several sites
in town and also looked at 'several surroundlng towns Whéfe she mightjlocate. After consrdenng the
different towns, site locations, ‘and’ the cost of the dlfférent locations, she decided to build a shop
on hér own property ‘The property is located on a SEcondary highway approximately dne mile from _
one of the largest parks in the state. The shop would be built by her husband, and would be 25 . !
feet by 25 feet in area and would contain a second story storage loft. The building would contain ‘
its own heatung unlt as well as lts own- uttllttes~Mr‘Smlth Eshmated the c:ost hot couhtlhg thacnst -

9

¥

, JuUBLIBA ng;gw ‘

[
e

"
* T
*

~, 8buryn

- . the frame up ahd was starhhg on the Stdiﬁg
MFs. Smith began questioning Mr. Smith as to a txmetahle of completlori for the shop Mr. Smith
ihdn:ated it wciuld be fInIShEd by Chrlstrhas Mrs Smlth argued that by Chnstmas she would have

derstcmd what the prcnblern was, however W|th his jﬂb and other achwtles to Wthh he was com- .
mitted, it was impossible to get the job done any sooner. ';
About ‘this time the construction bills started arriving for the burldrng materials and suhhhes
They were far in excess of the amount the. Smiths had’ ant!t:(pated Mrs. Smith questioned Mr.
‘Smith about the costs and asked whether he.was aware of the extent of the accumulating costs.
Mr. Smith replied that he wanted the best materials.in the building and didn’t ask what they cost He * v
had simply asked the lumberyard to put the materials on hIS bill. -
Mr. .Smith applied for his natural gas pérmit and purchased and-installed the gas heatlhg unit in
~anticipation of the approval of the permit. The permit was turned down by the gas company. The
utility officials informed Mr. Smith that they were accepting private home applications but not busi- . .
g ness applications. Mr. Smith was forsed to adapt his, heahng unit to a more expensive propane gas
heating unit.
The butldmg was finally completed in .Jahuary and Mrs Smith began her craft Store operatton
Her sales were somewhat lower than she had anticipated, and she realized that she was going to R
have to advertlse extenswely to bring in customers Also Mrs. Smith had hot paid aff the bllls from

o

e

of the esttmated $5 GD per. SQUSFE foot . g .
By May, the bulk of the bills were still unpaid and supphers were pushing for therr money. Mrs
~ Smith began to realize that the sales were not generating enough cash to pay all the éxisting and
" past due bills. A-representative from the State Revenue Office paid the Smiths a visit because they .
had not registered and posted bond as a retailer as required by law in the state. What had started IR
out as a simple idea for a craft shop turned out to be a maze of financial and legal pr@hléms

=
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SuggestedQuestions for Discussion:
1. What did the Smiths do wrong?

2. Sholiid the Smiths stay'in business?

. What are

regardlng their pre olems.

Tee possible reasons why the Smiths did not seek heip’? ;

List eight poiable sources that the Smiths cauld have turned to fc:;r information and assustaﬁc:e

————— (cover copy bélow when xeroxing case) — — e

Points To Be Highlighted by ihg Case:

1. The fdilure to obtain information and-assistance is a 1.
promiment cause f@r fallure smc:»ng . small bus:-
R ¢ sssesg‘**”

o=

E Iﬁfarmafian and assistance are available to the small
busmess fmm rnan y sourc:es .

e

1%

[

" d. suppliers

1 1 8 ohitaining |nfarm§tl9n and assistance .,

C : : 1 07

EE

-are -willing to put -forth.-Operating -a successful ... .

"¢, banker

. trade associations

@é ible Sulutmn,

Thé Sinrths failsd to.seek any. information and aé- :

llshment_and, aperatlon,of_, ,th,e :bu,sm,e,ss, b
Whether or not the Smiths should stay in business
depends on how much time, effort, and monay they

business of any type requires r::arefa..l plénnmg and v
sgund management der:tsmn making. T st

" The Smrths probably did not séek hslp for one rzf

the following reasons:

s ] .
..a. unaware of available assistance and information

b.un willing to seek assistance and infchﬂaticm :
c. did nof take the time to ssek ass:slanf:s and in-
fcrmatian : :

d. dEEldéd they could not afford asalstam:e and ln-

formation =

&

The fallaw:ng possible SDUF::éS 91’ infarmation and
assistance might have been helpful to the Smiths: -

a. lawyer a
b. acc};untant

nistration

e, chamber of commerce

g. Small Business AdZ

h. Bureau of the Ceng us,
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,mamtamed by a DUSII’IESS Witho t‘i insurance,

protection

. ltis essentlal that .adequate insurance coverage be
the
owner takes an extremely hlgh risk/ A lifetime of work
can be lost, m a very short time l/adequate insurance
15 not maintained. /A sound insurance
protection plan is-just as |mpa ant to the business as

good financial management. ,managenal plannlng, or
. any other business function. /-

- This unit will stress the lmpartance of adequate in-

.surance protec:tlcm and- ’hst the -essential insurance®
‘needed by a buslness a arious types of thmnai in-

surance pretectlcﬂ wm also be listed.

© Unit Objectives

-

e To emphasize the importance of a sc»und insurance
protection plan to a business.. .

s To pr@wde rnfarmatmn régardmg essenttal and c:p-
t:anai msuranc‘.é avallable loa busmegs -
J:

f ,‘- St

: Student C)bjectwes

. Ensen a pamcular busmess the’ Studsr{t will be’ able
tor i

f ’ 3
]

a Explam why'a sound msuram:e prc/tecm:m plan is

essential to a business. ,

b. Llst the types of Insurance’ pmte\:nan applzcablé
{ta the partlr:.ular business, ; T,

h
i

i -
14
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I ls Insurance Really Neﬂessary‘?

‘A, Slnca the eﬁtrépreneur attempts to reduce aﬁy

high- risk situations by making adequate plans and

taking corrective action, it is essential that sound
insurance protgctuon be mamtalned

E wnhaut sdeq;:a’te insurance ﬁ:rotection alifetime
‘of work can be destroyed in a very short time,
The financial  loss - can be davasfatmg to a busi-.
ness. :

- ® The instructor may ask the students to determine if
an entrepreneur would take the high risk of operating a
business without adequate insurance protection.

s

Il What ‘i’ﬁpes Of Insurance

Pratectlon Are Available?

A Four kinds Qf msuram:e are assentlal for a busl-
ness: fire insurance, liability insurance, automobile

insurance, and workmen's compensation insur-

ance. L : . =

1 Fire insurance can be expanded to i:h(:ludé

other dangers such as windstorm, smoke, hail,”

etc. -

2. Liabllity Insurance.protects the business from A

financial loss due to bodily injury occurring at

_ the place of business to Dutsuders such as cus- ‘A

tomers.

. 3. Automoblle llabl!lfy Insurance is required by -

law in most states. When employees use their

owrn.car.on. bahalf of the. busnnesg,_the_business
can be legally liable. .

4. Workmen's campansatlnn In;uranca Is legally

- required in about half of the states. It protects

the business -from financial loss due to em-
pk:yaé injuries SEGUFFIFIQ on the job.

‘B. Thsre are many types of Dptlonal insurance which

may be desirable for a business. Threé of these

. include: business interruption insurance, crime in-
. surance, and employse benefit coverages.

1. Eusinaas intarrupﬂah insurance covers fixed

‘expenses, that would continue if fire.closed the
business. Examples of these expenses mclude

salaries, taxes, utllmes etc. Profits that wauld

be lost EI‘E also covered

o crlma Insurance GQVéﬂﬁg theft an:! destruc-
* tionis also ava]labla

3. Employaa benefit coverages incl de grﬂup
life insurance, group health insurance, disabmty
insurance, and retirement .income. Employee
;benaﬂt coveragas caﬁ hélrj raduca emplayae’

‘ emplayee relaticms
¢ Have the students list the types Qf insuranc:e they
beliave are neeéssarg) for their partir;:ulsr businesses.

Then ask the students where they can o\btain assls-
tance Sﬁd mfarmatiﬁn Prafesslaﬁal adwce regardmg

Cootar \_'
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Aruitoxt provided by Eic:

It is doubtful that this country will totally abandon its
attitude toward free enterprise and the importance of
the small business. Indications point to the fagét that the

future of small business in this country is bright. In
general, trends would appear to be consistent with the
present in many respects. The manufacturing domain

* will continue to be dominated by the large concerns,

while small and medium businesses:in the retail and
sarvice areas show growth potential.

However, it is not wise for the business owner tD as-
sume that since the overall future of small business is
bnght the future-of all small businesses is secure. It is
not enough to operate a businéss day-to-day and’ let
tomorrow take care of itself.- If business owners take

"this attitude toward the future, they will be hanging on
'to the coattails of those competitors who have
planned forithe future of their businesses, or they

will have joined the ranks of business failures.
This unit contains a list of several questions for dis-

. cussion and sugggsted actlwtles which will encourage

5
'

o 144

.students to plan for their future in business. The suc-

cessful entrepreneur is able to look-at a business five,
ten, and even twenty years hence and plan for its con- |
tmued profit and growth.. . - R

Unit Objectives

s To provide questions and-activities that will en- J
courage students to plan for the future- Df the:r psr-
ticular buginesses. :

Student Objectives

" Given a particular business, the student will be able
tD develop plans for the'future of lhe business by: ’

a. Participaling in a class discussion of several. fu-
turlstir‘ queetians :

b, Pamslpstmg in planping activities for a pamcular.
business.

a

the futuré of a small business ' 125
. : ‘.




1. Why Plan for the Future’-‘

A, Fallure to make plans far the future can cause
business fanlure .

B lfa Dusmess does not forecast its future perfor-

mance and fyture needs, it will probably not be
able to take advantage of apportunmes for growth
and davelopment .

ﬁJ..‘ Successtul competitors will be r:lannlﬁg for the
future. If a business is to enjoy continued suc-
cess, it must be able to cope with change.

Il. What Should Be Included in
Planning for\the Future?
A. Every aspect of thé”husmess operation should be

included in plans for the future Examples would
include the following: f\‘; -

1. F‘rc:du::ts or-services r::ffered .
2. Potential market

3. Personnel requlrements

‘4. Growth or expansnjn '
Gapltal rsqulrementﬁz

Uﬂ\

= =L

. @ Using the ‘form on the next page, select a busmess
and plan any c:hanges or grﬂwth in the business for the:
next five, ten, and twenty years. For example, you
might considet physical expansion of the-business. In
five years . you may planito. own two stores. In ten
years you may plan to awn three stares and in twenty

years five stores. You shauld be able to make similar
plans for other aspects of the business such as pro-

~-  ducts offered for sale, employees needed, efc.

1 26 the future nf & small bualnasg

ERIC

145

abueyny

Gunew-uosnag

EAl



Tl &L SERUEPSTIG RS B _gﬁ RIFRRANG BT

_ " ,' _ _

Worksheet for Lohfgiraﬁge Planning

Business Agpect

| BYears
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20 Years




e Using the overhead projector, the instructor should

“T difect a class diseussion concerning the following:

E

10,

12

questlans The qusstrans may dlso be iised as a wril-

©-: tén assignment to generate business planning for the
future. For the purpose of the following ‘activity, have
.students SEIEE[‘ a busmess which they would like to

own.

-

Suggéstgd Gu’ééiians for Discussian?

",I.a Wauld you like to own a busmess for fwsnty
| 'years? How do you think your busmsss will have
‘to change during this twenty year pam:d‘?

2. wi y@u have expandsd the busmess by then';‘
: Hanuch‘? Why? .

3. will you be :::rcvgdmg z‘he samé pr«:ducts or serv-

:ces twenty yEEFS frpm naw-? fo w

Ek a

47 What*newmdustnes will exist, proWdlng what new

' praducts or servmeg‘? g

5. What-ﬁaw markets will.you ify to enter? | .

6. .How-many.hours will you and your empidyeés .
o Ay-fczrk each week? Wil yau give longer vac:atlans‘?

How will this affect your expenses?

- 7. "Will your bus:nsss bEGGfTIé a self-servtce cperae

~l‘lC!ﬂ'?

8. Will increased leisure lime_demand new pro'iﬂuc’ts
and services? How can you take sdvantage Qf
this?

Q In the fufuré w:ll all of your managément dec/e

. sions be made by camputer? Will you need to
’krmw how to use Gcmpufsrs? |

W:II IﬂCI‘EéSEd automation cause mara grnplay-
ment in, the sefvice areas’f‘ -

of disposable p,raducts’?;

B L B Wil sarwce businesses be eliminated. by the use

Will increased government controls become
‘necessary in the future? Why? How will this affegt
- your business? :

13, How' will improved or instantaneous cemmunica-

" tions affect such things as drdering-merchandise

and advertising sertsin pr«:zducts and services?

'1 28 the lumra of a small bualnass

abueyn -

14

15,

will bE!l‘éf methods of shipping and i;raﬁsperz‘atmn

help your l::usmess'3 b.‘

Prédictians indicats that a vast n*]ajority of the |
- papulation will live in-huge metropolitan: areas. -~

. How will this affect your markst? ,‘I'

16.

17,

18

© L2387

24,

1438

< th/s ‘have on your busmess? //

; \direc:rly to the customer?

- P h

Will- you ba able to Gantlnually updaté your skilis in I -y

| f
Dées the utilization of ths oceans ’rapresant a po-
teﬁtlal market for your business er any buslness?

- order to keep up with- advaﬁéas in /yaur field? -~ ;._ '

will we hsve a cashless saciéty’?l What affec:t wiII

'J‘

Does the continued emphaszs qn prats::tlng tha

y:ranment ‘have any effect oph your busmess?
ill this create any oppcn!unn‘lels or prcblams far

i

' thé‘busmess"f‘ -

will impraved c:ommunlc‘:afic:ns and transpanauan

methods allow you to transar;t busmass thraugha »
out the wcrld? ’ i :

4

.. Would an energy shortage offsr any oppoﬂuﬂrtlés [

orpr.::blems fnr your busznsss?

Will.there be a safe and éffegﬁva way fof busi-: -

- ness owners and managers to- control their own
fatigus, moad and persgﬂalnyi’

What kind of banking sysfern w:II be available tﬂ
y::ur business?

B I

Will overcrowded conditions créate a dernand fér

prpduc:ts whlc:h im::rease privac y?

Will the inc:reased life span of péﬁple Creaté
needs’ far new products for older people?

With /ncreasmg emphasts on convenlence, w:l!
you ‘ba forced to bring your prcsduc:t or sarvlcs

i



j ° Wﬁrkmg in. grc::ups ‘the students should be able (o Q . =
‘develop a list of additional questions to be considered $ /|
. when planniﬂg for the future. 4 L
; & .
. . i
L e Using lhe fallcwmg forrn fc:r each godl, the sludem : , ,
shcxuld . . : 5,
1. Generate specific goals which are personally im- {f
-Portant and are directly related tothe business, , g
2. List actions taken to achieve the goal. g 'l d i
' Lo . Ly/]
) . = a
. 3.. List possible conditions that could occur that |9 - | .
.. wo uld block achie 'vgment of the goal. e |
o = |
4. ngt\ﬁctmn taken to allswate conditions blgckmg
' achlévemént of the goal. . L , : 1’
¥ K [T ’ . T P .
i S L ) . S L _
- - — E— - e .
| WQrksheet for Ggai_,Achlevem nt ,
Speclfn: Goal- Staterﬁent o T , ,%
AthDﬁ Taken tc,s Achieve Goal (Shauld Include Approximate Tlmetable)
b = T '“'.‘1 o . e e Lol s e e el _f, e e e emeeen, S - T ) "A
¢ 7 ‘ / - L e
5 - 2. / '; ’
. / '
= ' ; N ’ =
4. / ‘ . I
. ’f . . = "a . i o
» 5 7 . -, . . I =
N T, - o r" - . ;
Possnble Candlt;:ms That C;‘c:uld Occur That W@uld Block Achlevemerﬂéf Goal |
L B ' ‘
ks . =
L3 N C :
4. o |
. T N - /
a : 5§ ; 'gi . &
/ :
Action Taken to Alleviate C?Dndwio/n’s Blocking Achievement of Goal
- 1. //" _ o/
’ wr v - e /
:3.i - ‘ ,lf/ R =
. i ‘4-' ,,ji:
R B e B S S -
, /
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Smith, Lloyd M. The Menegere Digest: A* ‘Handbook for Dec:relen Making, Hicksville, \New York:
Exposition Press, 1975. This Gemprehehelve book explains the basis for effectwe manage-
ment, decision-making, sound leadership, end consultative mehegemeht : : -t

Seulherd ‘Samuel, Ethics for Executives, New' Y’Drk Thomas Nelson, Inc., Publishers, lQ\(E Paper-
: beek Thle book discusses the importance ef ethics and morality in buemeee

Stemmelz Lewrehce L. et. al. Managing the Srﬂeﬂ Business, Homewood, lllinois: Flu:herel D. Irwin,
Inc., 1974, This book is primarily a text for the ‘student of small business managem hl rather
\ than an operating manual. o SN

Tate, Gurtle E., Jr. et. al. Successiul Small Business Menegement Datlas, Texas: Business Publi-
cations; Inc 1975. This text, which includes case studies, is deelgned to provide a eornbme
tion of theoretleel and practical knowledge. : . | -

The Convenjence Fead Store: F‘ersennel—eed Operations In a -Profitable Reletlenshrp. (Zh ege
- llllheie ‘QuaKer Oats Company, 1270 This eight:unit set utilizes the self-study’ eppreech T

‘Van Fleet James K. How to Put Yourself Across: With Peeple West Nyack, New “York: Farker
Publishing Company, Inc., 1971. This book offers thirteen principles to help an mdlvudue deal
with: ethere in business.

Walker, Erneet W. The Dynamic Small Firm: Seleete:l Heedmgs Austin, Texas: Austin Press, Lone
Star Publishers, Inc., 1975. This beek of readings contains articles on various SLJb]EGtS and
can be ueed {o supplement a course in small business. S

: Weaver, Peter. You, Inc., Garden City, New York Doubleday and Cempefly 1973, Peperbeek
This book offers euggestlene and advice to |nd|v1§zluele who are eurrently working for someone
else but desire t6 own and operate their own business.” | r e

Winter, Elmer L. Your®uture in Your Own Business,- New York' Arco Publishing Company, Inc.,
1966. Paperback. This book examines the reqwremente opporiunities, dleedventegee end
advantages of acareeras a buemeee owner. -

Your Business Tax Kit, Department of 1he Treasury, Internal Revenue Service. This Kit is designed -
to help business owners (:Qmply with Federel tax laws and regulations. .

, Smali Business Admimstretlen Fubllcetlehe ' o /

A complete listing of all Small Business Administration publications lneludmg directions for or-
dermg (:en be ebtelhecl frern the ﬂeereet SBA fleld office, The ed‘dreeeee e.nd telephune numbere

recterles

Free Management ASSIStence Publications:

Management Alds - These leaflets deal with functional probleme in small manufacturing plants and
__concentrate on subjects ef mtereet to edmmletretwe exeeunvee
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'Technical Aids. These leaflets are mtended fcr top techmgsal parscnnel In small concerns or for
- | technical speclahsts who supervige that part of the Gempanys operations. :

T -"'Small Markéiérs Aids These” lea}lets, pravsde suggegtlmns ‘and management guidelines for small
"y, retall, wh@lesale and servnce flrrns '

. "| Small Business E:blmgraphles These leaflets furm hmFE!fETEﬁ(:;E sources for indlividual types of busi-

[ t nesses. | ;
b : b 4 ' !

FI‘J:T*SElE Booklets: /’I ﬁ\ : \

B 3’ Small Busmsss/ Management Ssﬂés The booklets. in thls series provide discussions of special
b *\ . management prablems in small cempames

\Stamﬁg and Manaﬁing Ser/es Th|s series is desugnsd tt:!hehz small egtrépreneurs in their elfort to

‘;‘ ook befbre rtheQ leap’ Into a business. The first volume i in the series—Starting and Managing
a Small Busmess of Your Own—deals w1th the SUB.IEC:t in general terms Each of tha other
-volumes deals with one type of bUSIﬂESS‘ in detail. |

mall. Business Re@earch Series. These bocks report on. research dor e cr::nsernmg vanous small
, \1 business problems : o

\ f
1

- Nonseries F‘ubllcauéns T hese bcaks deal w:th

i

vancrus Spéclfuc; prablerns relited to srnall business ’
DWﬂETShID and maﬁagement ' 1 o \ ; ‘ ‘ '

.i‘
i

Fe

. J \ . ;', : !
/ b - D

A's Management Training Films. These 1Smm ‘sound/¢ color f||rns are 'available for use ln training
| sessions for present and praspectlve small business awners co-sponsoied by SBA'and edu-
cational institutions, government agencies, business f|rr115. lcn:;al business groups, Chambers
of Commerce, or other Qrgsmzahons Many of these nlrﬂs are available fr:r purchase or rental
' at very nominal costs frc:srn the Sales Branch, National Audiovisual BEnteFEGSA Washington,
‘ D.C. 20409. Lists of these fums may be ubtauned frc:;m BA field C)fflr:es r;»r the National Audio-
| visual Center. o \ ‘ ) \l o \ . *

UJ"
’E

singss and Economics” Fllms “This* SUD] ctrared catalogis
i ”C}f the University of lliinois, Urbana, |llinois 61801. Desérlptmns Df fllrﬂS and instructions for
ordermg are included. 1 ’ \ ; ‘

1 ‘Iﬁtérnal Revenue Service foers films regarding tax concerns and recordkeeping. FOF in-
formam‘:n contact the nearest IRS District Office. :

Other Ifiesczurcey o . .
Birth of a Business, -available from Thompson-Mitchell and Assoclates, 2996 Grandview Avenue,
- N.E, Atlanta, Georgia 30306. This is-a program consisting of twelve cassette tapes, each
' -dealing with a separate aspect of gstablishing a business. The cost is $72.00. S
“Fiske,-Heidi and Zehring, Karen. “How to $tart Your éwn Business,” Ms., April, 1976, page 55.
Journal of Small Business Management, National Council ﬁar Small Business Management De-

velopment, University -of Wisconsin—Extension, Milwaukee, Wisconsin. Published quarterly,
this journal devotes each issue to a fopic of concern. tc‘s the srmalf business owner.

Minority Business Fllmstnp F‘ragram Continental Bank, ES’I South LaSale Street, Chicago, llinois
60690. A three part series designed to help the instructor assist rinority peaple who are in-
terested in‘starting their.own businesses or who are already in business. The program is E\Jall- .

. able for a two week preview'at the cost of $100.00. - .

.Small Business Reporter, Bank of Arnent:a San- Francisco. Published ten times a year, with tDr:u:s
for each issue based on small business ccmmunlty needs. Additional publications available
include: Business Profiles, a series of reports which deal with specific businesses, discussing

. the investment requirements and operational format of each. Business Operations, a series of

‘ reports which describe and explam various aspects of maragement and operations relaling to -
problems encountered in all fields of business ownership; Professional Management, reports
which discuss the business side af medlcal practu:e for physm:aﬁs denhsts Eﬁd

Wvailable “frorm the Visual Anjs Servusé o

_veternarians._ __ . . S




smaﬁ& b\usmess @em ;—mmns mwem@ry

For each statement, place a‘check (\/ Jin the column th t best reflects yc:ur opinion. This mstm
ment is a measure of your percéptions and opiniens ragardmg small busmess Because aplnlans
are personal beliefs, there are l'lt‘f) !ncarrect raspc:ﬂses fa the following sfatements /

o
f . b |
4!' . . /4 - j/' 2 : - \‘ \l ( ! N ;’7 )
1 small busmess/awnershm ant;l rnanagement is 3 praé- \\ I . / |
tical caraer Dptu:)n { ,/ /
{

2 Fc::rmal education is essemlal for successful small busj- : / \ .

g i
i i

|
g ness ownership and rr‘anagament . . [
‘.

'% i 3. Most, young peaple Hack ti‘le C(‘Jﬁfldéﬂ(}(él and / ' - R P
: expenencé necesaary far’(' small; business ownership (N R e /‘ |
D land rﬂanagement ‘\ | 11\/ . b Lo ki*’/ R ‘ AT | P e T [
i ‘ b : I i N T —i—
L4 Wcrk:ng for somea%e alse aﬁd having steady mcgme
<+ -and a secure job is better thsn owning-a small buS\‘

s |
, : |
| i ‘ I’ ness where regulsr mcc;:rna i% n@t guaranteed \: ‘ ]
1 .5 lndwtdua]s enther have tha naces.?,ary persanal ::halrac ’ ol
b / 19n5tu:s\h: be stma'll business. owner or they do rmt ! '; N IR
[ / These pjrsonal charactenstlcs ::‘annot be azqwredw‘ \ o ’ ‘ ’
n|

| / ——t—
| ] . Large businesses have a belter f;hance for success | = R i / N ,//
I ‘ today’s economic and social environment ‘than sman \ : /i

© businesses, . ° ¢ . o

7. Giant carpgrat:ons {dommate our busmass system to i
such a degree that sr‘nall businesses cannt:it success- )
fully (:! mpete. o : v _ .y

,'; "8 Mastlsm%ﬂ busmass owners are hlghly mc&twated
‘ : t::sward achnevement

. e ‘Most successful small busmess owWners seek new
challengesl '

= |

10, The pﬂmary r’eason pec}ple tend to go |nto busnness for
- themselveﬁ is to make iargs* proflts

11. The succes{sful small husiness owner is ususlly wnhﬁg
to take mcderate rather than high risks.

| 1 m——

P

,;:,Jl_istessental_tﬁ_at tbe‘sucgﬁssfm smal!ﬁus;ness,awner A
bé anlinn

,(

e
9
W
=¥
.
]
I |
) E
=
=y
=
Q'i.
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1’35\( A small business is not able to cope. with changing
ecanomlc situations as rapidly as a Iarger business.

14, The suﬁ:ess of small business owners depends to a
great exteﬁt on their ability to solve problems and
make decisions.,

15. It is essential that a person who owns and manages a . . _
‘business possess leadership qualities. ‘ :

16. The successful small business owner can get along
' well with all types of pecple.

‘ 17. " ltis necessary’ fo’ small busme 38 owners to believe in
b : themselvea e :

18. The freezﬂam associated with: beirg your own boss -
- allows ;he small- business owner to pursue many in-
terests outside of the business. .

19. The development of formal business plans for the
future is not as important to small businesses astit is tc:
larger businesses. . :

20. Makmg a. profit Shoud be the primary raﬁcern of a
small business.

21. Even though the costs may be high, a small lﬁusiness . - 7
o= - = must operate with the philosophy that the” customer 2 S R - ' -
always right.

22, ltis usually possible for the small business owner to be
involved in low risk ar:nwtles which wnll brmg high
profits, : o f

e 23 A “small business shauld use only prcve/n business. .
methads It cannot afford to try new ldeas/ i

24, g.The average rate of net profit for a sm: 'Il business in
the United States is 20%. -~

“The corporate form of legal organizatior is not suitable - i

for a small business.

[
jul

. 26. Actual work experience in a business; IS essential be-
fore starting a busmess for DHESE|f :

27. Small business owners should develep plsns fDr the
next year's operation ats East \Qne year ahesd af time.

7 28, Personal Sa\llngs 1s the safest aﬁd best. means tg )
finance a business venture, : : ‘

29. Small busuness owners should never delegate thenr
authority to empicyees

30. Warkmg long hours is the most Effé(:tlve way to insure
the success Df a small business.

3 Sl “busmésses ‘arg”. Dutnumﬁered By~ large busn— i
nesses in the United States.
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' 32. ltis highly probable that a bank will loan an individual -
with a g@eﬂ husiness idea money needed to begm
operation cﬂ 4 business,
33. Most successiul small t;usmesses are in the Fetall field
and sell drrec;tly fo the consumer. :
_' 34: Small busmesS gontributes a great deal to the growth _ -
of the Umted Statés economy each vear. ' '
35. Most small biisiness failures can be attributed fo fac- N
' tors that the owrer cannot control.
- 36. Ina small business, employee morale ig- -most aﬁected
by thé amount of wages paxd . . . .
a7, The future far small busnness in the United States is ; 1
bright, )
38. F?Egardless of the existing cDmpEtltIDn in a given “
market, there is a!ways room for another business.
38. Most small business owners make good use of the ‘
' free assistance and information which are avallable to : o
them. . . ] : ) B ) =
o , 40. The location c:l a small business is nat usually impor- ;
s s s [BNE DEGAUSE. peopla. will.go out_of their.way_for good. .
service or a product that they really want.
41, If small business owners cannot afford to hire ah ac-
o  countant, they $hould not be in business. )
' 42, Forecasting future sales and expenses of a small busi-
‘ness is guesswizrk
43, A small business ShDuld be located as far from its com-
petitors as, passrb!é
44. Small business owners cannot realistically avoid offer-
- ing customers gredit because it has become so much
a part of the business world. : -
45, Adverflsmg and sales promotion should be less than ) f=
15% of total expenses for a small business, ' -
46, Successful management of a small busmess depends , .
on the sknlful use of one’s time. e 1
47. Good community relations is a major concern of most . N .
- small businesses. _ L e C
48. The majority of new small businesses end in failure
within five years. .
49.” -Thcse busmesses which are presently most success- _ 1
: ful will probably remain sucqessful into the fu;qre. ’ =
— 5@ “Women éré“;jﬁjéf"éé:—'}iépabjje ,as;fﬁjéﬁ of ownifig and N ) i
’ operating a small business.; . 1 )

5 | | 157 o | sp_p,end'.“”}1_:37f;‘




o eeneEE buemeee
eweeveme and meeegemeni Eeeﬁ

. \

Circle T if the statement is true, of F if the statement is false. . \

1. T F AGCQFdIﬁQ to the Small Business Adrﬁlmstratlen a meﬁufectbrlng buemeee i
. ' which empleye cme hundred people cannot be classified as a emell busme&e .
o l B \‘ & .
2. T F The retail, wholesale, service, menufeetuﬂn g, and cenetruetren\ﬁelde are all

fields of eppertunlty for small DUSIFIEES DWnerehlp and menegement, : E

\'— 1

a. T - FE Small buemeeeee eentnbute epprexlmalely 40% of the greee na‘tlener
’ product of the United States. - : \}1
4. T F  Smallbusinesses tend to have epeéieiieedmmegemex_wt} r, X
8, T - F People tend to go mte buemeee for therﬁs:elvee so that they éan w‘ork lees
hcsure :
6, T F Smell business owners are usually wifling to take hi‘gh risks.
7. T F Gevernmeﬁt egeneiee' euch as the Eureeu of Census, are good sources of ‘\

)

8. T F== ttine ImpDFtaﬂt ‘for-a business: owner to know where potentiat euefemere are
;eurremly purcheelng simifar products or sanvices. - |

2} T F A personal preference for a particular area ‘is an lrnpertent eo%elder‘eimﬂ
@ when deciding on a particular community for a business.

10. T F . When analyzing the competition, an xrnﬁer’iant feeter to be cenendered is the
free services provided by competitors, .

M. T -F Location of eempetltere is an important corsicderation when selecting a per~
ticular site for a2 business. . -

12, T F The market for a business is eemprleed of people who are able to buy the
’ preduet or semvice,

A3, T . F Initial debt or eredut fmenemg ef a buginess Is ebtemed from pereeﬁal
savings. .
14. T F Gerﬁmereiel benke are ee—eeible sources of equity capital fora business.
=% u"’:“TﬁF—— ~-\When= eveluehng a-small- business-loan- a;:p&eent -the lender. takes.lﬂtﬂj‘,ﬂni___, L
P _ . sideration the economic conditions ef the community. :
. kil
enﬁendlx E -
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16.
a17. T  F
18, T F
. 19 T F
20. T, F
21, T 4F
Sy :.

_ 22. T k
23, T R
24. T F
25, T F
26. T F
27, T F
8. T F
29« T F
3. T F
3. T F
32. ‘T -F
3. .T F.
34 T F
3, T F

Lo
3 T - F
F

When the lenﬂer ev:aluates a small busnneSs Ican appln‘::ant the phys;cal ap-

pearance of tha applicant is the most important consideration.

The writtet business plan 'should include the plan of action or strategy for
success.

In a sole proprieiorship, the c:'wr:ier incurs Iimitad liability for business debts.
A limited partnar may ﬁcé take an active role in management of a business.

A franchise business usually offers the owner a great deal of independence
regarding DDBF:&IIQN of the busméqs

F'Iarmmg mwalves the fcrmulatucn of méﬂagement goals whn:h are sgemﬁc
measurable and rEf’IETIE‘- ,

An employes cannm be held av:cc:untabla for a, lask if the' authizrlty neces-

-

. 'inven‘tc;ry is classitiad as a liability on the balance sheet of & business.

saryto-accomplishthe task is not givento the employge— "+~

‘Long-range goals must state how the desired oftcome will be achieved.

Short-range goals are er\tirely inﬁagendém of lang-range goals.

-

’EThe total amount of maney depasned in the business che:klng account fs:r
' the day should be antered on the dally receu:ts summary

A business racord that summarizes all of the cash reéceived by a business on
a partlc:ular day is Galled an acr:;uunts receivable register.

' ,Grc:ss profit is Iﬁcludéd on the balance sheet of a business.

Ac:r:czunts payable are classn‘led as. assets on the halance sheet of a busi-
ﬂESS

.

_ Gr@ss profit is depictad on the income statement of a bysiness.

Ratio analysis WI|| provide a means to compare a partscular busmess thh‘l -
mdustry Norms. . ,

The current ratio measures the quuujlty Dfabusmess T s

A cash fareﬂast will help the business owner de%termme whether or nc::t a
short-term loan will be needed during a particular period of time In the future.

.oa, -

Incraased shles is an advantage gained by a smfall business as a result of ex-
' tendlng credit ta its customers. : _ -

Less working capital is needed I:y a business whlch gxtends credit to its
customers. :

By ac::éptmg credit cards a busmess can av@u:i ali casts ::if Extendlng c‘:redxt

“—loits cgstam&rs e e

Ep;:laﬁﬁl?; B 1 39 ;



- 38, T F When a'business accepts credlt Gards |t avolds the prablem of collecting de-
D T - ]||nqu9ﬂt agcgunts T o e R L TEaiiie imie i a AL Gete s Siie Bmim am o meect iz 3hz s

3. T : F The "truth in Iendmg" law requires that the terms Df credit must be clearly
and cc:tnmsely statad Dﬂ the sales contract.

40. T F The mtr@duch@n body, and closmg are the main campanents of an adver-
fisement. .

41, T 'F A good advertisement should be complicated.

42, T F Fadio advertisir:g is only effective Whéﬁ it is used consistently.

43 T Fo ‘ Algaad means of evaluating én advgﬂiseméht is fo ask customers hc:;fv’ they

% found out about the product or service.
44. = T . F foériﬁg free samples is one method of sales prcxm@tiéﬁ.

45, T - F . 'fhe amount of money spent by a business for advertising should be that
: ‘ amount whlch results in the greatest number of sales.

4. T -~ F Gr@up life insurance for employees is an essennal type of insurance ﬂeeded .
by a business. -

47. . T F Employees are a good source of mfarmatxcn and assistance for the small
‘usiness owner. 2

48. T F Quality of pr@ducts or services is a primary customer motive for patronizing a
particular business:

49, T F -L@ng -range plans for the future of a business should mclude consideration of
) Dbtenttal markets for the pmduct or.service.

'50. T . F = The fulure of small business in the United States is bright.

o

Circle the best answer.

51, Ofthe eight million businesses in the United States approximately what percentage are small?

. A 25%
© B 50%
S o N 7% ' ‘ S ,
' D o95% | - . | -

52 The best delinition for a smsll busmess is:

A one which is mdependently owned, not dominant in its field of aperahcm Dperated :
for profit, and meets particular size standards fc:r its industry or area.

- B.  asole proprietorship having few employees and serving only the Jocal ccmmumty

C. alocally pperated business wdh a m:mmum capital investment and a profit. margm cf
-less than 10%. ‘ o
B B a business of any type cp@ratlng on alimted scale. — —=

Q 1 40 apéaﬁdl; E..




53, The vast majgrnty of smau busmess failures occur durmg the f|r t:

SR yearsr’“"‘ T i :
B. 4vyears -
C. 6years
D. 1D’years

: 1 :

54, It has been estu‘naieci that at least 90% of all srnall busmess failures can be attributed to:
A. pa@r management

bad luek

c ecgnamlc récession

D ﬂ?ne of the abﬁve

w

55, By segmermﬁg the market into groups it is easier for a business to:

deterrnlns which products or services each group needs or wants.

- <A
B. share the market with its competitors.. - _ -
- C, collect delinquent accounts recewable _ e o
D. establtsh a merchandlse ccmtrc:l system :‘

/

56. The best jway for a small business awner to select a location is:

A tQ ask frignds or relatives for mformatlan
B ’ lock for & vacancy sign  °
G look thrc:ugh newspaper advertls‘.ements

l‘ K
57. The prospective smali busmess owner will probably be able tc: bcrrow no more than what per-
centsge of the capital needed to start the business? 3

A. 100%
. B. 90% -
C. 50%
D. 20% o
E. 10% : N

58. Most small businesses in the United States are organized as-a:

A. sole proprietorship

. B. partnership
) . C. limited partnership / et
! ’ D *Lc@rperatian
franchise . ) . . ;b_ 5

m

59, - Whn:h of the following legal forms of arganizatlcn alh:zws all of the owners of a business to
- incur limited liability for business debts? . : - :

A. corporation _ e
general partnership

vs}

C. limited partnership © : »
. D. sole proprietorship” ~ . . . ! e
E. none of tha above ’ ‘
“F. all of the above ™ i ) ’
. ) : a ¢
Q * ; : v . , - _ . appénrdlxi 141
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\“

BD Which of the fallawmq legal forms of c;rgamzatlgn affords tha business legal ccmhnusty up@n .

- the death or incapacity of the czwner(s)’? ! o P
A. sole DFDDTIEtGFShIp ) T r
" B. partnership ' ’ .
7 C. limited partnership
D. corporatior

E. none of the ahove
. F. allof the above
61. Which of the fancwmg legal forms of argannzatlgn is usually the |east expensive and easleéﬁ,
start? .
A. sole proprietorship T -
B. partnership | ,
C. limited partnersmp 3 o l o" 7
_D." corporation - o o ’ RO ;
E.- the costs and procedures for starting a busmeahs are the same fm’ all af the legal
- forms of orgamzatlaﬁ ’ : . . : .
= (‘} ’ |
62, Of the following legal fcrms of @rgamzétmn which form uSualIy affords spamghzéd manage-
ment to the business? . e ' _ ,
Al sole proprietorship 1' .
B..._partnership - o B '
C. limited partnership . f P
; D. corporation ‘ A s : ;/ ’ .
B63. Whlc:h of the fc!lawnn,g legal forms of organization usuaﬂy ;:slacea a busfr:ess in the best
©  position to ebtain adumanal capatal'? B s )
A, SGIE prcpnets:rshlp
B. partnership ‘ K L ,
e limited-partnership - : - ' A ' ' -
N . D.". corparation )
vt
64. A “double tax” is imposed on which of the legal forms of orgatization? . ‘
' 'Af sole prcprietar§hip ' . , ! : !:
B. . partnership N - P » s o S )
C: limited partnérship S g S . ‘ ! s 1
D. corporation _ _ " ) S \ S L o
. ' 65. The rate of change in the business world: . ’5 ;
A. has slowed down.in recent years L e ‘ _‘,—'F "
"'B. has remained éonstant irrecent years . l
C.  is acce!ﬂrétiﬁg every 'ygsr - /
D.. is.impossible to measure- roERe e --~>-«v~—f«—"'~;-~?x;'——*rw e e P
. E. isnotas irrnpartaﬂt tc: a SIT!E“ busme.:s as itis to a lal‘g@ pusiness o . : ;
g o L. . CoLT i

-]
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g 1 . . v
i 2 / .
£

i
. : 3 £ ! :
. 66."A L%'SFIESS/DFQEHIEEEIDH chart depicts:

r-'

[4
Y tfle leng range geele of a business’ o A
A EB the eh“ért- end leng range ngIe ofa business / o \,11 R R
A;_;""' G he job peemene necessary for epereﬂnn of the buelneee \¥ / . - ‘ ,_;,
T AP X eeerlptrenE“fer e‘lfpeemene wﬂnln 1he D}JSIHESS \ L -
F B ell of the ‘ebeveL . :,’/\ : .
83; itis Qeet fer each egnpleiée to have: . . e / {l! \ ) | ; T
‘!f \ g ., one eupe{v;ﬂ;r p) Y A ,’i . ;’ \ 5 ,s*‘f : ;
. " ~"iB. two supervisors / ;
. : EC three eQEe;iiieefe [ f)
. \, g D. four eeéervi'ee}ef A : / o fj
é:E deeen‘tfrneke any difference. // S U
g \
68. Leng%renge gee|e need to be evelueted for eetu pregreee v efu ‘Bl

S
= A et eeleeted eentrel pennte which r:leerly fellewthe gmdei:nee eetebhehed by
I _ range geele . ;
when the teng renge plennmg perled ‘has ended . ;" !;I
whenever itlis eenvenlent for manac ement te eveluete tne pregreee i, h

enly et a tlme when lt is pDSSIbIe fe[ management ’ro te}(e necessary cerreci“zve SEUGI"I

i
£

wy,

m *

E7.

¥ .
hX ; i N

{ 69 W|th regerd to buemeee records,; thu |ew requree that: . ¢ ',“,
. i :

20

A ell buemeeeee eequure the SEFVIGESI of en eeeeuntent to keep edequete business records.

' ef reeerde be kept by ell buemeeeee f .
: ! ] L)
the reeerdkeeplng funclion

C every emell buemeee owner pereeqelly penferi

S / ! D ell ljuelneee reearde must be audit d by a eeﬁlfled;pubh eeecuntEnt - - Iz
S ) ‘ ] '
/ S TD Al rneney reee&red by a business should belder:melted |n the buenneee ehec:kmg eeeeunt )
/ _f . o o ,= o v o
JAR A A daily b N = Lo E
) / P -B. weekly | ) i ' s e L }}
ﬁ,é{i‘i . ’\\1 - C. every two weeke B 'ji - ‘ !(.‘ .
= y .. D menthly C o : ¥, ' -
. . i oo —\{g o - B ‘-f
L L,e\/ery e@eu bue:neee peyrnente eljeh as pc:etege due on mail delivered can best be accom-
.d 1. plished by: ) ' ' :
: L ) &
A, ’wrni;lng a buelneee eheek forcthe exeet erneunt N
i B usinga petty cash system B
. A+ using personal funds since the ern:unt is small ) . .
,j : D ‘using personal fundsa¢ the time but teklng a relcnbureernent from business funde at
. the next apﬁcﬁunlty ‘i . . .
72 A record thet is used l::y a buelneee to keep track.of money owed to fhe business by cus-
tomers is called: : c o . e '
1 A a daily reeelpts eurnrnery : . [ . ’
) B. a business checkbook L i )
. ‘ . G anaccounts receivable register / S ‘ ‘ A
o " \ D. abank reeene:heﬂen statement | - ‘ ‘
s / - o ' A : epeen‘ﬂjlee 143
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73, Wh:ch of the fallmwmg records is used in arder tomake sure that tHe business's figures agrée

/ vsnth the bank's figures regardmg the csah balance in théibusméss checkmg account?

A
B.

74. 'How often is a petty cash slip Written?; .

A

a baﬁk draft - i ' | ;’! -

a bank recongiiation staterent® . : \

" C...adeposit slip |
D.

a counter check
a :‘!'

-

. - at least once a day : :
® B B. ascash becomes depleted in the' petty cash fund
C. each time petty cashisused = ! - '
D. to establish a petty cash fund =~ 3
E. when balancing the business;checkbook
| g o , J
75. ‘The balance sheet fc:rabusiness shows: o - : ' ‘ ":,5 v f
- "A. the financial DDSItmﬁ of the business at a p:—artn:ular time ! ' f
B. - the salary of management and all other emplayees of the busmess 8 ' . /, E
C. the amount ofannual sales for the busmess ’ |
D

vCow>»

-the net profit for the year

76. Which of the fc:ﬁc:winé equations is represented by the balance sheet?
. b . b X : .

. assets + liabiities = equity

assets + equity = liabilties - .
assets - liabilites = equity ' '
liabilities - assets = equity

77.° The income statement shows:

78. . To use ratné aﬁalySIS effectively, a Small bLlsmess owper must:

72. Figures used in ratio analysis are tak;en frr,:rn:

iz

1 44 nppendl: E

C

©Cowr

o0

A.
B.

c.

D

»the financial pesition of the busmesg at a parncular tll’ﬂE

the amount of owner. mvestmeﬂt

~ a projected sales forecast and expernse surnmary

the praiit or loss during the financial period

use only a single ratio i o
compare his or her ratios with industry narrﬁé
first identify prcblem areas for the busmess

use the process only once every fwe yt;.ars

the cash register tapes a
the fmanclal 5t£temer‘nts of the buslness )
busmess péledlEalS

the ;:xrcgected SE!ES fDrecast aﬁd expense summary



/ . i . : . : / -
- ' 80, The lu:zundnty c‘:of a buslness measures: . ‘ ) A \ .

A. the speed at whlt:h merchandise is bélﬁg sold L - 7
E haw Quu:kly the credrt sales are being collected ‘

A the ability of the buglness to meat all of its financial GbIIQEtIQﬂS quickly
Lo - D. the return thamed on the owner's mvestrnént in the business

fﬂ

- 81, A cash forecast should always be ahead of current operations by at least: .
A onemonth ~__— ' A |
. three r’nanthg_._. : o

QO w

six months

]

O

12 months
2 4~r'm:nths

82. Which of the fallawmg r;redli ;:Ians grants a line of Cfédlt or cemng :amcunt of credit tﬂ the
custcmer? :
A |rt%“allment account
B, charge account .
C. revolving charge account -
D. budget account .

.

© 83, A credit applicant’s past record of payment ar nonpayment is known as his or her:

; A. capacity
B. cﬁaractér .
'C. capital
D. .Aczmditi:}ns
° 84 I adelnquent accounit hias not been pald after sever‘al remlnders the business shauld prcsbably
e T A send another polite-reinder by L
= ke a telephcne caltlothe cus’mmer asa poht fFéi%\indér
C. sdnd aletter threatening a jail sentence if the aic;unt is not paid
D. tufn the account over to aalawyér or collection agency
E gweup trylng to collect the account

o A. decide which medum t(:! use

selact a target market

B .
C. determine the advertising budget
D. create the aciver‘tisémtaﬁts '

85. The lzast expensive and prabably mast mpértant type of adverﬂsn

1g available to a small
busmess is: .

A. direct mail
word of mouth

(S

television

o

radio

m

newspaper
e

- o E ‘1 65 "J;;l;;irandle 145




ERIC

wll Toxt Provided by ERIC

87. Probably the surest means of reachmg an identified target market is by usmg

88. The medium which prt::ba_bliz' reaches the greatest number of prospects within a community is:

A. direct rnaﬂ

B. television
C. radio
D. newspaper

Iy . a

2

newspaper.  « .

A

B. radio ) 6
C. television

D.

outdoor advertising

89. Awindow display should be changed at least every:.

A. day
B. week
C. month

' D. 6 months
E 'yéar

= !‘l

QD Of the factors that areﬁnmpartant to gond attltudes on the job, employees “tvp:cally rank magy,

91,

92,

93,

"y
W

w

Q 1'{15 appaﬁdlxa

A, at the top of the hst

R

B. near the top of the list ‘ _
C. inthe middle of the st .
D. near the bottom of the list . L

'E. atthe bottom of the st N

inorder to devote rnc::st of his or her time to management acﬁvities it'is‘ﬂecessary that the owner:

A, have a private office where necessary paperwork can be c:ﬁmpleted

B. delegate responsibility and authority whenever possible .
C. .develop Job titles and dESEFIﬁtIDﬁS for evary pElSltll:nn wnthm the busmess

N
D. reqularly dD most of the FDL!tIFIE work : L ' ""\,\'

\

Of the facmrs that are lmportant o ;md attltudes on the mb whlch ::;f the fcslli)wmg dc:
employees typically rank at or very near the to;: ofthe list: - -

, N
/A money

B. hours -

o} saseaf job '

D! security

E. wcrkmgc:anditicns

Which of the faliaw:ng Kinds of insurance Qrctects the business fFDlTI flnam:al lass due to em-
pk:\yeé injuries occurring on, the jt;xtz'?

-

CA liability insuranca
B. workmen's compensation insurance
C. business iniérrupﬁaﬁ insurance

D. key man insurance

a . 4212 ‘ ‘ e



94, |If an employee uses-his or her own car on behalf of the business: o .
- A the business is not legally liable K

B. the business can be legally liable

‘C. the employee must have personal autt:xmgbne hablllty msurance

I ‘D, the business has broken the law, since it IS ilegal to dD 50
A , L . [ - . .

95. Which of the falh:wmg kinds of insurance pr@técts the’ busmesg frc:m financial loss due to
bodily m;ury Dc:c:urrmg at the place of business to outsidérs such as customers?
A Ilatullty insurance :
B. workmen’'s compensation iﬁsurance-
C. 'business interruption.insurance
D. key man insurance

‘96, F’rabably the best source of infory

ation regarding a business's public image is:

o o !’. ala\.-.'yer o
/ . iE"i/ an gﬁcauntant ' .
. C: customers” '
o D, employees |
E. othér business DWI%EI‘
| L
S? Prabably the mc;st helpful natlcm altagency for the sman busm 8s owner is the:
' LA Small Business Adrmm 'tliatléﬂ o
. B Inter}nal Revenue Serw ce
C. Bureau of the Census \\
! D Amerlcan Managemen, Assoclatu:n
| N |
SEM Ir’iformstlan regardmg the demacraphn: t:harag:ténstlcs such as age income, marital status,
’, etc., of potential custamers can best be obtained from:’ .
) .
| . { A. professionals such as a,la’wyer, an accountant, or a bfankef
'B. he Internal/Revenue Service A } e
\ .C. lthe Bureay of the Censts =~
i 'D. the Better[Business Bureau
‘ E. the local credit bureay ; &
99. The impraved comnjunications of the future will probably: :
7 A. )décreaise he market size for a small business . i
B. jincrease the market size for a small business '_ /
(o / have little effect on small busmesses
| ‘| decrease competition in the busmess world o
100. If a business is to enjoy continued suCcess in the future it must [
A. develop IOIQ range plans and stlck to them at all costs -
B. experience growth and expansion e !
.IC. be able tojcope with change
D. concentrale on one product or service
~ . - b - |
. E - | = i ; =
N \ o / appendixe 147
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